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How Many States Will Be Bene- 
ficiaries of Your Estate? 


By NATHANIEL SEEFURTH* 


penny earned,” a saying that has become a 

platitude to be repeated and forgotten by most 
men, by all men perhaps but those for whom this 
is written. No man ever left an estate without 
observing that maxim, and it is to you who have 
conserved your resources through the years who 
will find the information 
herein a real help in your 
endeavor to leave what 
wealth you can gather to 


Ase man once said “A penny saved is a 


HE threatened increase of the Federal 


of inheritance taxes any attention have thought 
of them as some rather far-away thing imposed 
after death, and over which there is no cause for 
concern. But nothing could be further from the 
truth. Let us consider the nature of the inheritance 
tax for a moment. 

The Federal Government and all the states but 
Alabama and Florida impose 
an inheritance tax; but that 
imposed by the Federal Gov- 


your dependent ones. 

If you were making your 
will tomorrow would you 
name two or three or a dozen 
of the states in the Union as 
beneficiaries? Would you 
make them preferred bene- 
ficiaries over your wife and 
children, your father and 
mother, your brothers and 
sisters? Would you state 
in your will that those 
states should be paid a cer- 
tain portion of your prop- 
erty before the natural ob- 


estate tax to a maximum of as high as 40 
per cent has served to give added concern over 
what may not be left of an estate after all in- 
heritance taxes—state and national—are met. 

Every state in the Union, with two excep- 
tions, imposes either an estate or inheritance 
tax. The rates vary from one-half of one per 
cent to forty per cent, with a maximum of 


sixty-four per cent in the Philippines. Overlap- 
ping jurisdictions result frequently in assets of 
an estate being subject to tax in more than one 


state, in addition to the Federal tax. Settle- 
ment of estates have thereby been delayed as 
long as three years. How duplication of in- 
heritance tax liability may be avoided is con- 
sidered in this article. 


ernment and those imposed 
by most of the states are 
very different indeed. The 
Federal Government im- 
poses what is known as an 
estate tax. It is an excise 
upon the privilege of dispos- 
ing of your property at death 
or in contemplation of death. 
It is an excise upon your 
privilege to transfer. There- 
fore it is measured by the 
size of the estate which you 
leave. Most state taxes on 
the other hand are succession 
taxes. A succession tax is 


jects of your bounty and 
affection? I dare say that 
there isn’t a man but 
would not decry the very thought of such a thing. 

Yet there are thousands of men today who are 
doing that very thing, not knowingly to be sure, 
but nevertheless effectually. Maybe you have done 
so yourself. You have, if you have made your in- 
vestments and made disposition of your property 


} without thought of the inheritance taxes which will 


he levied at your death. Have you ever considered 
the possible effect of inheritance taxes on the dis- 
position of your property—how your estate may 


§ be reduced, yes, depleted by them? 


Most people if they ever have given the subject 
a7 Of the Chicago Bar. 
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an excise upon the privilege 
of receiving property upon 
the death of another or in 
contemplation of death. It is an excise upon your 
privilege of succession. Consequently the unit of 
measure is the amount of property to which each 
beneficiary succeeds. 


Your efforts can do naught to reduce the Federal 
estate tax since it is imposed upon all your property 
wherever situated, and whether you change your 
investments from one form of property to another 
makes no difference. The same thing is true of 
the succession tax in the state of your residence, 
except that real estate in other states is not taxable. 
It is the various other state laws that must receive 
your attention, forty-six different sovereign juris- 
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dictions imposing taxes in such a manner that the 
succession to the identical property may be taxed 
a half dozen times before the beneficiary receives it. 

Formerly, when the rates of tax were low, when 
direct descendants were usually entirely exempt, 
and when intangible property like stocks, bonds and 
notes was not so widely held and distributed, there 
was little reason for apprehension on the part of 
the man with an estate. But the popularity of 
stocks and bonds has made the subject of inherit- 
ance taxes an outstanding question to the investor. 


Multiple State Taxation 


The various states have been quick to take ad- 
vantage of this situation and practically all of them 
tax the property of nonresident decedents within the 
jurisdiction of the state. And the stock and bonds 
of corporations which are organized and exist under 
the laws of a state are property within the jurisdic- 
tion of the state. A resident of Illinois owning 
stock in a Massachusetts corporation owns property 
within the jurisdiction of Massachusetts, and at his 
death that state imposes a tax on the transfer to the 
beneficiary. At the same time Illinois imposes a 
tax on the very same transfer. The taxpayer is 
ground between two stones; he is taxed by the 
state of his residence and the state where the prop- 
erty in fact is located. 

This situation arises out of an adherence of the 
law to a legal fiction, namely, that the situs of per- 
sonal property is the domicile of the owner, no mat- 
ter where the property is physically located. Asa 
matter of fact the state where the property is located 
has the actual control over the property; it is subject 
to the laws of that state, and the transfer of stock 
actually occurs by virtue of the laws of that state. 
Two states, therefore, have jurisdiction; one in fact 
and the other in fiction, and the taxpayer foots the 
bill. Several of the states have even gone to the 
point of taxing the transfer of stock of corporations 
merely because the corporations own property and 
are licensed to do business in the state. Thus in the 
case of some stocks three different taxes are levied 
on the one transfer. Think of such a situation! 
Yet it lies entirely within your hands to remedy it 
by seeking the advice and counsel of those ex- 
perienced in the ramifications of the law, and so as- 
sembling and distributing your property that the 
minimum tax will result. 

Another thing—the trouble and expense of se- 
curing consents to transfer stocks and other prop- 
erty is a very considerable item. Take, for example, 
railroad corporations which are often incorporated 
in several states. Each state of incorporation may 
demand a tax, and the stock will not be transferred 
to the executors by the corporation until consents 
from all the states are produced. Suppose you only 
have a few shares of such stock. It would almost 
be worth while to sacrifice the property in some 
instances rather than have it transferred. It is 
hard to imagine a more irritating situation. Yet 
it is a daily occurrence simply because the possibili- 
ties never enter the investor’s mind at the time 
investments are made. 

The case of a resident of Illinois is in point to 
show how a badly arranged estate from the in- 
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heritance tax standpoint can be changed into one 
where the inheritance taxes are reduced to the 
minimum without sacrificing anything from the 
investor’s standpoint. When he came to me he had 
in the neighborhood of a thousand shares of stock 
in Indiana, Wisconsin, California, Colorado and 
Arizona corporations and nearly a hundred thou- 
sand dollars’ worth of bonds in Connecticut and 
Arkansas corporations. 1 pointed out to him the 
folly of carrying a possible inheritance tax burden 
all out of proportion to the size of the estate. By 
gradually transferring his holdings into stock in 
Delaware, Illinois, Georgia and Alabama corpora- 
tions, and bonds in Massachusetts, Illinois and 
California corporations I was able to maintain the 
same position of his securities from the investment 
standpoint and save approximately $15,000 in in- 
heritance taxes alone, not to mention the saving of 
time and costs involved when the time comes to 
obtain consents to transfer the property to his wife 
and children. 


That incident illustrates the manner in which 
many men are making anywhere from one state to 
a dozen states preferred beneficiaries of their prop- 
erty. Here was a man who would have laughed 
at the thought of naming five different states as 
legatees to be paid before his wife, blood relations 
and friends. Yet unwittingly that is exactly what 
he did. Just let me quote to you what the Illinois 
Supreme Court has to say on the rights of the state: 
“Under the Inheritance Tax Law the state acquires 
title to its portion of the estate immediately upon the 
death of the owner, and that portion vests by opera- 
tion of law, and becomes severed from the remainder 
of the estate, and can not pass either by descent or 
devise.” And every other state takes the same 
view. The executor is made personally liable for 
the tax. He must deduct it from the property in 
his hands, or collect it from the beneficiary, and he 
has power to sell the property to pay the tax. 
Everything possible has been done to safeguard the 
interests of the state. Why should not you protect 
your interests? Why should you donate five, ten, 
fifteen per cent of your estate to various states on 
account of a harsh rule of law? If you make every 
effort to invest wisely you should consider that the 
conservation of your investments is just as vital. 


If you hold securities in corporations incorporated 
under the laws of many different states, each of 
which levies a tax in addition to that imposed by 
the state of your domicile, your estate is not secure. 
The shrinkage in some estates is as high as thirty 
per cent, because payment must be made promptly, 
and property must be sacrificed, if necessary, to 
avoid penalties. It lies within your power to mini- 
mize the burden. You can put your funds into 
securities of corporations incorporated under the 
laws of your domicile. You can invest in securi- 
ties of corporations incorporated under the laws of 
a state which does not levy a tax on property of 
that kind. You can choose advantageously between 
stocks, bonds, mortgages and notes. But one fact is 
certain—the time is upon us when you must know 
the laws of inheritance as well as the laws of in- 
vestment if you would transmit, unimpaired, what 
you may have labored a life-time to produce. 
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Appraisals as a Foundation for 
Property Records 


By LYLE 


RELIMINARY to any discussion of the ap- 
PP ecatsons of appraisal service, it is desirable 

that there be mutual understanding as to what 
we mean by appraisal service and what we as ap- 
praisers aim to create as a standard for such serv- 
ice. In carrying appraisal service forward to its 
greatest utility in connection with sound construc- 


H. OLson* 


experience and best judgment. Such a valuation 
has a legitimate use and may be of the greatest 
accuracy. It must, however, be accepted on the 
authority of and the confidence in the individual; 
and is not, generally speaking, capable of proof. 
As opposed to opinion value, the appraised value 
is arrived at through the co-ordinated work of 


tive business, it is necessary that we have the co- 


operation and intelligent un- 
derstanding of our business 
executives and their profes- 
sional and technical advisors. 


In the quarter century or 
more that appraisals have 
been a factor in American 
business, they have been 
improved and expanded to 
an extent that has brought 
them recognition as one of 
the important factors in it. 
Valuations of property have, 
of course, been made from 
the earliest time. Historic- 
ally, to appraise and to value 
have been more or less syn- 
onymous. Even today the 
English term is “valour.” 
We say “appraiser.” 

An appraiser works chiefly 
from the properties them- 
selves (in distinction from 


CCORDING to our system of income 
taxation, not only is the tax applicable 
to annual income but to capital gains to the 
extent that they are measurable in terms of 
money by reason of a sale or exchange. Ob- 


jections have been raised to the taxation of 
capital gains, but there is little probability that 
income taxes in this country will be limited to 
annual income as is done in Great Britain. 
Since capital gains are taxed, it is proper 
that allowance should be made for the part of 


the capital assets used up in producing taxable 
gain. Taxpayers are, therefore, allowed for 
capital losses which arise from fire, theft and 
other casualty, and annual losses which occur 
through depreciations and obsolescence. In the 
determination of capital gains and losses, the 
question of asset valuation is inevitably in- 
volved. Scientific appraisals are frequently 
necessary in order to obtain facts upon which 
income tax computations may be based. Mr. 


trained appraisers, 


using statistical data, cost 
analysis formulae, standard- 
ized forms, methods, and 
standards of valuation under 
experienced executive con- 
trol, insuring the establish- 
ment of the results in ac- 
cordance with well authen- 
ticated and tested standards 
and maintaining uniformity 
in provability of value 
throughout. 


It is our endeavor to es- 
tablish appraisals on a scien- 
tific basis whereby a com- 
plete composite property will 
be analyzed into its various 
component elements and re- 
constructed in terms of costs 
and values based upon such 
standardized methods, au- 
thentic statistical and ana- 
lytical data, and analyses of 
business conditions as will 


an accountant who works 
chiefly from the records), in 
determining their extent, 
character, utility, invest- 
ment, value and deprecia- 
tion, and prepares the results of this investigation 
and research in such manner as to make possible 
its practical application to administrative problems, 
plant and cost accounting, industrial engineering, 
financing, purchase and sale, litigation, rate-mak- 
ing, public utility regulation, taxation and other 
purposes. 


lt has only been in recent years that a more elab- 
orate and exacting technique has revolutionized 
appraisal work with the purpose of making it some- 
what more of a science and somewhat less an ex- 
pression of personal opinion. In the evolution of 
this modern service, one of the principal distinctions 
which has arisen is that between “opinion values” 
and “appraised values.” Opinion values are those 
which are based upon the personal opinion of an 
individual and are arrived at in accordance with his 


* Vice-President of the American Appraisal Company. Article is 
based upon the text of addresses delivered before a Middle West Re- 
gional Convention of the American Institute of Accountants and the 
Industrial Cost Association of Pittsburgh. 


Olson discusses the factors which must be con- 
sidered in an appraisal. 
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insure logical explanation 
and provability of the re- 
sults. 


Appraisal service to be 
permanently successful and 
to establish and maintain the confidence of business 
must be rendered on a scientific basis. In practice 
it must be governed by the same rigid requirements 
and established technique as govern the best en- 
gineering and accounting practice. 

It is obvious that the establishment of value in- 
volves the investigation and analysis of factors other 
than the determination of the reproduction cost and 
the physical depreciation of the property. The term 
“value” itself is difficult to define in the light of the 
diversified present business requirements. Broadly 
speaking, “value” is a term used to indicate com- 
parative desirability. Desirability is usually predi- 
cated on utility. There is an extensive literature 
on the definition of “value,” including the standard 
dictionaries, books on economics, finance and ac- 
counting, definitions by legislatures, courts, public 
service commissions, security commissions, the 
regulations of the Internal Revenue Department and 
other authorities. 

Some of the values referred to or defined are mar- 
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ket and cash values, going concern value, liquida- 
tion value, book value, value for rate making, value 
for invested capital, value for depreciation and de- 
pletion, and values for other special purposes. 


The first evidence of value is the property itself 
which is always an existing indisputable fact. The 
value of this property will vary in accordance with 
fluctuations in the market prices of the various 
elements of which the property is composed and 
with its physical condition and utility. 


Appraised values may be determined on the basis 
of the actual investment or the cost of reproduction, 
modified by the depreciation accrued in accordance 
with the age, condition, remaining expectancy of 
life and utility of the particular property. 


It, therefore, becomes evident that the valuation 
of property is an appraisal whether the valuation 
be in terms of the actual investment, normal costs 
equivalent to the investment, normal costs as of a 
particular period, average costs over a term of years, 
or costs at the current or any other specified date. 


From the investment or reproduction costs, upon 
whatever basis, must be deducted allowance for 
physical depreciation, inadequacy, and obsolescence 
as determined through an examination and study 
of the particular properties, the conditions under 
which they are operated, the purpose for which they 
are being used, their environment and the advance 
in the art of similar construction and equipment. 


Valuation of an Industrial Plant 


In the appraisal of an industrial plant, for in- 
stance, the following are some of the factors which 
affect its utility and consequently its value and are 
therefore analyzed and studied by the appraiser: 
its location in reference to raw materials, market, 
transportation, availability of labor; its layout as 
regards storage of raw materials, and finished prod- 
uct, routing of the work in process, transmission of 
power, fire protection; the relationship of the de- 
partments and equipment within the departments, 
plant communication and transportation system; 
the character and design of the construction and 
equipment as compared with the most modern, im- 
proved developments, and the business conditions 
affecting the locality and the industry. 


The appraiser must always bear in mind that cer- 
tain properties are well adapted to a variety of 
uses. A building, for instance, may be just as 
suitable for a shoe factory as for a machine shop. 
Other properties are adapted only for certain types 
of industry, while much property such as special 
tools, patterns, and drawings is of value only for use 
in connection with the production of a certain type 
of product. It is evident, therefore, that the use to 
be made of a property and the type of product to be 
produced may have a very important influence on 
the value. The factors and influences affecting 
value are numerous enough, suffice it to say here, 
that their consideration is an essential in the deter- 
mination of value and that it is the task of the ap- 
praiser to select and study those which are necessary 
to arrive conclusively at a value for a specific pur- 
pose. 
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There are varying opinions as to the basis of 


values to be used for plant accounts, depreciation 
entering into cost systems, and financial statements, 


but whether the basis of values be the original cost 7 


or the present market, there is no doubt a general 
agreement on the premise that property records 
should state the facts as evidenced by the properties 
to which they refer. 


I believe it is sound business practice and will 
ultimately prove to be in the interest of economy 
to have appraisals of new property in order to test 
the investment and allocate the cost and value to 
the proper accounts and subdivisions in accordance 
with the detailed supporting records furnished in 
the appraisal report. 


Let us give a little consideration to the advantage 
of this procedure. 


The total investment in a new | 


industrial property is recorded in the form of con- 4 
tracts, invoices, payrolls, and cash expenditures | 


for various and sundry purposes. 
records cover specific items, some include a large 


Some of these © 


group of items of which the individual parts are / 


not particularly specified; while still others involve 


unidentified, undistributed expenditures. As acon- [7 
sequence it is impracticable if not impossible to | 
correctly allocate the total cost to the various prop- | 


erty accounts desired. At best even though these 
expenditures are reasonably distributed between 
the respective plant accounts there is no test as to 
the adequacy of this distribution, the reasonableness 
of the total cost or the detailed substantiating data 
balancing with the respective accounts. 


As opposed to this condition is where the invest- | 
ment in the new property is to be tested by a de- | 
tailed appraisal of the property, which will prove | 


the investment, and support the amount allocated 
to the respective plant accounts with the detailed 
priced inventory. Such a procedure is in accordance 


with sound business practice and sound accounting | 
methods, and furnishes a substantial foundation for 7 


carrying forward the plant accounts in the future. 
It eliminates any misunderstanding as to what 
classes of property are charged into the respective 


accounts or at what original costs the deductions ~ 





and changes should be credited or debited. Only | 


through such a method can you properly allocate 


your costs to the details of construction, heating, F 


lighting, freight, installation, general equipment, 
special tools, patterns, furniture, fixtures, etc. 


The expense of starting right, through the use of 7 


an appraisal, is so small in comparison with the im- 
mediate permanent benefit resulting that it hardly 
seems worthy of consideration. 


In any property 4 
investment of importance, architectural and engi- 7 


neering advice is retained to plan and direct the work | 
to a satisfactory conclusion—this at a cost of from 7 


5 per cent to 10 per cent of the investment. Why 
should it not be the general practice to complete the 
records, test the investment, and allocate and pre- 
serve in permanent form the records of the prop- 
erties and their costs in detail, summarized in a 


form to meet the full plant and cost accounting re- | 


quirements, at an additional cost that will seldom 4 
exceed one-half of one per cent of the total invest- | 


ment. 


NF ay cgi 


ge 


Cw 


res 


~Se 


are @ 
lve © 


on- § 


to Fj 
Op- © 


ese 


een & 


} to 
ess 
lata 


est- § 
de- : 


ove 
ited 
iled 
ince 


ure. 
vhat 


tive | 


ions 


Inly | 


cate 


ting, | 
1ent, | 


se of 
2 im- 
irdly 
erty 


Why 
e the 
_ pre- 
prop- 
in a 


ig re- & 
idom | 
ivest- © 








May, 1924 


I think it is a safe statement, to which accountants 
will subscribe, that of all the accounts on the balance 
sheet, the plant and depreciation accounts are 
under the least control. As a part of a periodical 
audit, practically every other account is tested 
against the original evidence; the cash account 
against the cash on hand and in the bank; the 
accounts receivable and payable against the ac- 
counts on the vendor and vendee, but the plant and 
depreciation accounts are only tested as to their 
mechanical accuracy and conformity with correct 
principles of accounting. 


From the very date a property is constructed, 
equipped, or acquired and the accounts are estab- 
lished, there is a tendency for a continuous diver- 
gence between the information as shown by the 
accounts and the facts as evidenced by the prop- 
erties themselves. Let us suggest just a few of 
the reasons for this divergence: 


1. The original set-up, even though the exact 
total investment may be known, may represent ap- 
proximations in the allocation to the respective ac- 
counts, departments, or other accounting divisions. 


2. Large expenditures for reconstruction work 
involving removing property, remodeling and bet- 
terments, may be incorrectly charged as between 
expense, depreciation and betterments. 


3. Materials, labor, and overhead charges going 
into plant betterments may have been currently 
charged to expense. 


4. Property may have been removed without 
proper charges to the plant accounts. 


5. Property units may have been replaced with 
units involving a larger investment without proper 
adjustment in the accounts. 


6. Depreciation charges may not have been main- 
tained consistent with the changes in and exhaus- 


| tion of life of the property units. 


ting | 
for | 


If an appraisal of a new property is desirable and 
important for establishing and maintaining plant 
accounts, how much more desirable it is as a foun- 
dation for the more detailed and specific property 
divisions in departmental or production center ac- 
counts for cost finding purposes. 


I believe that an appraisal is an absolute essential 
as a foundation for an accurate departmental cost 
accounting system. This may appear to be an ex- 
aggerated statement, but there are three definite 
reasons in support of it: 


1. In no other manner than through the testing 
of the cost or investment against the property units 
is it possible to allocate the investment in accord- 


ance with the actual properties used in the respec- 
engi- @ 

work 3 
from | 


tive manufacturing processes, departments, or pro- 
duction center divisions. 


2. Without such a detailed segregation of the 


» property and investment, it is impossible to accu- 


rately determine the depreciation and other fixed 


) charges to be made to the respective manufacturing 


| operations and different types of products manu- 


> factured. 


3. The subject of maintenance, renewals, and de- 
preciations are so inter-related that without the sub- 
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divisions and analysis above referred to, it is im- 
possible to get the tota! cost for these expenditures 
correctly and uniformly allocated into production 
costs for the respective periods of time and the 
classifications of products used in the cost system. 


The plant properties are subject to continuous 
change, due to these developments or alteration to 
meet the increasing or changing operating require- 
ments, and also as a result of depreciation, renewals, 
abandonment, etc. The purpose of property records, 
whether it be for plant or cost accounting or other 
purposes, is to have an accurate account of the 
properties as they go through this process of change. 


Depreciation Offers Difficulties 


One of the most intricate and abused factors 
affecting the plant accounts, balance sheets, and 
profit and loss statements is that of depreciation. 
It is a recognized fact that properties depreciate 
and that such depreciation should be carried into 
the accounts and into the cost of the products or 
the determination of profits. 


Depreciation is a loss or lessening in value from 
a predetermined basis as a result of deferred main- 
tenance and a lessening in remaining serviceable 
life. The basis upon which depreciation is con- 
sidered, may be the original cost, the cost of re- 
production at a given time, current date, or average 
prices over a given period. Depreciation is a meas- 
ure of value reduction and is not wholly or neces- 
sarily a measure of physical condition or productive 
efficiency. Depreciation of physical properties is 
practically continuous. The results of depreciation 
may be offset in whole or in part by renewals and 
repairs. Depreciation is the effect of and is in- 
fluenced by time, exposure, location, atmospheric 
conditions, chemical reactions, hours and condition 
of use, changes and development in the business and 
advance in the applied arts and sciences. These 
influences would depreciate the value of property 
in a comparatively few years if their effect were not 
offset by continuous and periodical repairs, renewal 


of parts, and replacements of important units of 
property. 


The determination of the rate at which the prop- 
erties depreciate requires a careful study of char- 
acter, location and the use of the properties as a 
part of the appraisal which will show the cost in 
accordance with the type and classifications of prop- 
erty. To establish a correct rate of depreciation 
to be applied to an accounting system requires an 
understanding and analysis of the method of han- 
dling the expenditures for those renewals and re- 
pairs which offset depreciation. 


The determination of the rate of depreciation 
should be consistent with the specific property and 
with the particular system of accounting. To illus- 
trate: The property covered by a machinery and 
equipment account may depreciate at the rate of 
12 per cent per annum, but at the expiration of 
twenty years may have only a total accrued depre- 
ciation of 25 per cent, as a result of the renewals 
and repairs. In accounting practice certain classes 
of these expenditures, such as renewals of tools, 
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belts and minor equipment may be charged directly 
to expense, and the renewal of more costly items 
may be debited to the depreciation reserve. 


The determination of rates of depreciation to be 
used in connection with an accounting system 
should be based upon a careful study of the prop- 
erties and their operating condition and should be 
made in accordance with definite specifications gov- 
erning a method of treatment of plant expenditures 
for renewals and repairs in the accounting system. 


It is doubtful whether we can have a better 
demonstration of the inadequacy of plant accounts 
of the average corporation than has been evidenced 
by the difficulty which has been encountered in 
determining the invested capital and depreciation 
for Federal income tax returns. 


Where accounts for any reason whatsoever have 
not been kept in balance with the properties, their 
reconstruction to protect or promote the interest 
of both the taxpayer and the government requires 
retrospective accounting and appraisal service. 


Retrospective appraisals as defined by certain 
formal statements of the Treasury Department are 
in principle not much different from the appraisal 
work being done in the valuation of the railroads 
for the Inter-State Commerce Commission, the valu- 
ation of public utilities for public service commis- 
sions, and the appraisal of industrial or other prop- 
erties for purely accounting purposes. Under the 
provisions of the revenue laws and regulations, 
however, this specific service is somewhat more 
definitely defined. The testing and adjusting of 
the accounts against the actual properties in exist- 
ence and the measuring of those properties in the 
terms of costs and values as prescribed by the rev- 
enue law, requires the analysis of the prior plant 
accounting: records, a study of the history of the 
properties, and a reconciliation and reconstruction 
of the accounts as stated to correspond with the 
history and present character of the property. 


Taxable Profit and Loss 


The determination of the taxable profit and loss 
on the sale of properties may be based on the mar- 
ket values as of March Ist, 1913, or as of the date of 
a prior reorganization or change in ownership. 


Many concerns are entitled to depreciation exemp- 
tions on the basis of market values as of March Ist, 
1913, or the date the property was paid into the 
company for stock, and also may be entitled to 
adjustment to their invested capital during excess 
profit tax year, where the value of the property 
paid in was in excess of the book values or the stock 
paid therefor. 


Almost inevitably in every industrial enterprise 
there will come a time when an exact accounting 
must be made of the property investment and values. 
An appraisal may be required on both the invest- 
ment and the current market basis. Variations in 
value result from changes in market conditions— 
the rise and fall of prices for the materials and labor 
which are component parts of the property. Such 
changes must be taken into consideration in the 
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handling of insurance, in credits, mergers, sales, 
liquidations, real estate, and inheritance taxes, and 
elsewhere. Plant accounts carried forward in ac- 
cordance with the original investment have varia- 
tions of costs of 300 per cent from the low pre-war 
costs to the high costs of 1920. The result is that 
the book values at the present time may have no 
ascertainable relationship to the value of the prop- 
erty under present market conditions. 


In the above discussion, we have referred par- 
ticularly to the establishment of the property ac- 
counts on the basis of appraisals made in accord- 
ance with the past history of the properties or as 
they exist as of the date of the appraisal. The car- 
rying of the accounts forward in accordance with 
the correct allocation of the subsequent expendi- 
tures of the property and in harmony with the actual 
changes in the properties resulting from these ex- 
penditures and other changes in the properties not 
resulting from recorded expenditures is an equally 
important phase of the problem. It may be checked 
or controlled through periodical or continuous ap- 
praisal service. 


In a preceding statement I have said that of all of 
the accounts on the balance sheet, the plant and 
depreciation accounts are under the least control. 
Accountants are familiar with the uncertainties in 
ordinary accounting practice in the handling of ex- 
penditures on, the changes in, and the depreciation 
of plant properties. They know how many times 
the bookkeeper asks if he shall capitalize, cr expense 
a change, renewal or improvement. It is frequently 
a compromise or a guess. Sometimes the decision 
is governed by the company policy of erring on the 
side of expensing in profitable periods and on the 
side of capitalizing in lean periods. Frequently a 
correct treatment requires an analysis of the prop- 
erty changes and conditions, and a careful intel- 
ligent distribution of the cost as between deprecia- 
tion reserve, expense, and capital entries; such a 
change for instance as where an alteration and im- 
provement involves changes and enlargement in a 
building, the scrapping and adding of boilers and 
changes and improvements in Other power equip- 
ment, requires that the expenditures be tested 
against the properties as they were before and after 
the expenditure. 


It is not necessary to emphasize the fact that all 
such decisions in reference to the treatment of a 
plant expenditure or a depreciation charge have a 
direct effect on the balance sheet and the profit and 
loss statement. 


It is not infrequent that the treatment of the 
plant and depreciation accounts alters the entire 
character of the balance sheet and profit and loss 
statements, and that most of such statements pos- 
sess a factor of error on account of the improper 
distribution of plant expenditures and the failure 
to balance the accounts against the properties. 


I am of the opinion that as this condition be- 
comes better understood, the commercial bankers 
in the granting of short term credits and in their 
business contracts with their customers will lend 


their moral support to, and differentiate in favor of, | 
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Interest on Refunds and Credits 


By Georce V. KrRAcHT* 


‘EW sections of the Revenue Act of 1921 create 
more perplexing problems of interpretation than 
that which provides for the payment, under 

certain prescribed conditions, of interest upon cred- 
its and refunds. 

At the outset we are confronted by the fact that 
it is the intention of the Bureau to construe this 
section very narrowly. Under present procedure 
no interest is being allowed or paid on refunds and 
credits, where claim for credit or refund had not 
previously been filed. There is no likelihood that 
this procedure will be reversed, even in cases where 
all or part of such refund 
represents payments made 
pursuant to an additional as- 
sessment or payments under 
protest. 

Again it has been held 
(1. T. 1758, 11-20-1055) that 
where the original tax return 
showed no liability, and as- 
sessment was later levied, 
which was subsequently re- 
duced, no interest was pay- 
able upon allowance of a 
claim for refund. The 
grounds of this decision are 
the statutory definition of an 
additional assessment as “a 
further assessment for a tax 
of the same character previously paid in part”; it 
being held that since no portion of the tax had pre- 
viously been paid, no additional assessment was pos- 
sible. While a technical construction of the statute 
compels the decision rendered, it is scarcely prob- 
able that the framers of the statute intended the in- 
equitable application given it in this particular case. 


importance. 


Still another ruling manifests the same tendency. 
(I. T. 1335, I-1 C. B. 404) holds that “application for 
special assessment does not in itself constitute a 
sufficient specific protest” to meet the requirements 
of the interest section. The decision is unquali- 
fed, so that it is quite probable that payment of a 
tax under protest upon the grounds that such tax 
should be computed under Sections 327 and 328 
of the 1918 Act would not bring the taxpayer within 
the scope of Section 1324 (a) were a refund even- 
tually granted. Inasmuch as Sections 327 and 328, 
which apply to “Special cases,” comprise an or- 
ganic part of the Revenue Act, the validity of the 
ruling is questionable. Possibly the qualifying 
phrase “in itself” is intended to restrict the ruling 
only to unprotested payments accompanied by a 
petition for relief under Sections 327 and 328, though 


in that case the necessity for the ruling is not ap- 
parent. 








, * Of Kane, Kracht & Co., Accountants, Engineers, Tax Counselors, 
Chicago. 





UE to the long periods of time which 
usually elapse before claims for overpay- 
ment of taxes are adjusted, the item of interest 
on refunds and credits becomes a matter of 


This article considers the confusion which 
has resulted because of the indefinite statement 
in Section 1324 of the period during which in- 
terest is applicable. In the new administration 
bill this section has been rewritten to specify 
that interest on refunds shall be payable from 
the date that the over-assessment was paid to 
the date of the allowance of the refund. 
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The foregoing decisions clearly indicate the pres- 
ent attitude of the Department. In the light of 
them, the question whether unprotested payment, 
after claim for abatement of the original assessment 
has been filed, will be construed as payment under 
a specific protest sufficient to bring the taxpayer 
within the scope of Section 1324 (a), has interest- 
ingly practical aspects. 

Let us take the case of a taxpayer who on April 
1, 1918, filed an excess profits tax return showing a 
tax liability of 200x dollars. Before assessment is 
levied he discovers gross errors in the computation 
of the tax, and files claim 
for abatement in the amount 
of 50x dollars. However, 
notice and demand for the 
total amount of the original 
assessment of 200x dollars 
is made by the collector, and 
the tax is paid without fur- 
ther protest. After Novem- 
ber 23, 1921, refund of 40x 
dollars is made under a 
claim therefor filed ten 
months before the Commis- 
sioner approved the sched- 
ule. Will it be held that 
interest is due and payable 
from the date payment was 
originally made or from six 


months subsequent to the date of filing claim for 
refund? 


In Greenport Basin & Construction Company v. 
United States and Young v. United States, U. S. 
District Court, Eastern District of New York (269 
Fed. 58), the Court held in part: 

“It is contended, first that the complaint is in- 
sufficient because it does not allege that the taxes 


were paid under protest and duress before a cause 
of action arose * * *, 


“Even if it were necessary to plead duress or 
protest, the petition or complaint sets forth that 
the defendant computed the tax under compulsion 
of the regulations and filed a claim for abatement 
of the taxes assessed before payment. This com- 
plies with every requisite of a payment under pro- 
test. The Government urges that it is necessary 
to make a protest at the time of actual payment, 
but it seems to the Court that this would be a use- 
less requirement. The objects of the protest are to 
define the taxpayer’s attitude and to notify the Gov- 
ernment thereof. These have been fully accom- 
plished by the objection of the taxpayer when the 


computation was made and by the filing of his 
claim.” 


In the Supreme Court of the United States, No. 
31, October Term, 1922, this case was decided upon 
its merits. However, it should be noted that Justice 


Brandeis, in delivering the opinion of the court, 
stated: 
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“The company insisted that the correct amount 
was $12,417.36; paid the tax as assessed, under pro- 
test; and brought this suit for the difference * 
* *” 

Consequently, the inference may validly be 
drawn that in the case assumed, the taxpayer would 
be entitled to interest upon the refund of 40x dollars 
from the date of payment of tax, provided his claim 
for abatement specifically recited the grounds upon 
which reduction of tax liability was sought. 


Rejected Claim for Abatement as Additional 
Assessment 


This contention is supported upon other grounds. 
I. T. 1360, I-1 C. B. 301 held in part: 

“The taxpayer requested an extension of time 
under Section 250 (f) of the Revenue Act of 1921 
in which to pay an additional assessment of tax. 
The additional assessment is composed of the 
amount of a rejected claim for abatement of income 
and excess profits taxes for the year 1917 * * *,” 

The Department here inferentially identifies a 
rejected claim for abatement with an additional 
assessment. Under Section 1324 (a), refunds or 
credits, granted upon allowance of a claim for re- 
fund or credit, draw interest from the date of pay- 
ment of such amount, if such payment were made 
pursuant to an additional assessment. It seems 
clear enough on the premises above recited that, 
if payment is made upon rejection of a claim for 
abatement covering an original assessment, and 
claim for refund is later filed and allowed, interest 
is payable from the date of payment, rather than 
from six months subsequent to the date of filing 
such claim. 

Of course, in the hypothetical case under consid- 
eration, the claim for abatement was not formally 
rejected at the time tax was paid. The notice and 
demand, it may be presumed, were merely the result 
of faulty procedure. But let us assume that such 
claim was, in fact, never rejected but merely super- 
ceded a couple of years later by a claim for refund. 

The margin in favor of the taxpayer is here nar- 
rower than if Ke were to identify his claim for 
abatement as a specific protest, but it does not 
wholly disappear. While his statutory remedy was 
to file immediately claim for refund in order to 
protect his rights under the 1917 Act, it may still 
be forcibly argued that the Collector’s action in 
demanding the entire tax was tantamount to a 
rejection of the claim for abatement, since under 
the 1917 and 1918 Acts, the taxpayer could not re- 
cover the taxes illegally collected without first filing 
a claim for refund thereof. And by the decision 
previously quoted a rejected claim in abatement 
represents an additional assessment. 


The Interest Period 


A more difficult problem of interpretation is cre- 
ated where the amount of tax paid under protest is 
less than the amount refunded. Let us take a con- 
crete case. 

A, a corporation, is assessed 300x dollars for the 
year 1917. 50x dollars are paid under specific pro- 
test, reciting fully the causes and reasons therefor, 
the balance of the tax being paid voluntarily. Two 
years later claim for refund of 150x dollars is made 
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and allowed in full, at some time subsequent to 
November 23, 1921. Should interest be paid upon 
the entire amount refunded from the date of pay- 
ment under protest? Or should it be paid upon only 
50x dollars from that date, and upon 100x dollars 
from six months after the date of filing claim for 
refund? Both the statute and the regulations are 
rather confused. 

Section 1324 (a) prescribes: 

“(a) That upon the allowance of a claim for the 
refund of or credit for internal revenue taxes paid, 
interest shall be allowed and paid upon the total 
amount of such refund or credit at the rate of one- 
half of 1 per centum per month to the date of such 
allowance as follows * * *,” 

This portion of the section clearly determines 
four points: (1) the conditions under which inter- 
est on refunds or credits shall be granted (subject 
only to the prescription by negation in subdivision 
(3) hereafter quoted); (2) the principal amount 
upon which such interest shall be based; (3) the 
rate of interest payable; (4) the closing date of the 
interest period. 

On all these points the statute is absolutely clear. 
A claim for refund or credit must be filed even 
though the amount refunded or credited was paid 
under protest or pursuant to an additional assess- 
ment. The rate is one-half of 1 per centum per 
month, and the closing date of the interest period 
is the date upon which such claim is officially 
allowed. 

Moreover, the principal amount upon which in- 
terest is to be paid is unmistakably declared to be, 
not the amount claimed for refund, nor the amount 
of tax paid under protest, nor the amount of the 
additional assessment, but the “total amount of 
such refund or credit.” 

Can the following portion of the section be so 
construed as to negative or modify that which pre- 
cedes? In one particular, it undoubtedly does. 
Subdivision (3) declares that if no protest was made 
and the tax was not paid pursuant to an additional 
assessment, interest is to be paid from six months 
after the date of filing of the claim for refund or 
credit. Consequently the preceding declaration that 
interest shall be paid upon allowance of a claim for 
refund or credit is rendered ineffective in certain 
apparent cases. The present question is whether 
any further qualifications of it arise. 

In fixing the beginning date of the interest period 
Section 1324 (a) prescribes: 

“(1) If such amount was paid under a specific 
protest setting forth in detail the basis of and rea- 
sons for such protest, from the time when such tax 
was paid, or. 

“(2) If such amount was not paid under protest 
but pursuant to an additional assessment, from the 
time such additional assessment was paid, or 

“(3) If no protest was made and the tax was not 
paid pursuant to an additional assessment, from six 
months after the date of filing such claim for refund 
or credit.” 

These three modes of determination appear to be 
exclusive, rather than complementary, and they es- 
tablish a definite order of priority. Payment under 
specific protest clearly takes precedence, for the 

date of the additional assessment governs only “if 
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such amount was not paid under protest ;” while the 
method last prescribed is to be employed only “if 
no protest. was made and the tax was not paid pur- 
suant to an additional assessment.” 


Does this priority of rank conferred upon pay- 
ment under protest apply only to the amount named 
in the protest? It should be remembered that the 
protest must be specific, and a specific protest neces- 
sarily concludes in a specific amount. Consequently 
unless the total tax or assessment for any one tax- 
able period is construed as a unit, or as an integral 
item, a margin for differences of opinion is created. 

It seems to me that unless a tax is so construed, 
Section 1324 (a) cannot be given a rational inter- 
pretation. The clauses contained in the three sub- 
divisions quoted are conditional and incomplete. 
They require a conclusion; and a reading of the 
statutes makes it apparent that such conclusion is 
“then interest shall be paid upon the total amount 
of such refund or credit at the rate of * * *.” 

Now, if we take subdivision (1) and conclude it 
with these words, we get the following: 

“If such amount (‘the amount of tax’ per Article 
1040) is paid under a specific protest * * * then 
interest on the total amount refunded shall be paid 
from the time when such tax was paid.” 

The reference of the term “such amount” becomes 
obscure and meaningless here, only if we construe 
a tax for any taxable period as an amount composed 
of numerous small taxes; if, in other words, we 
claim that an amount of tax can be protested, with- 
out protest of the entire tax itself. 

For instance, if the term “such amount” is con- 
sidered to refer back to the total amount refunded, 
the portion of the section under consideration would 
read: 

“Tf the total amount refunded was paid under 
protest, then interest on such total amount refunded 
shall be paid * * *,” 

These premises plainly compel one of three con- 
clusions: 

Either payments under protest are not deter- 
minative unless such payments equal or exceed the 
amount refunded; (an alternative created by a 
literal interpretation of the rendition of subdivision 
(1) just given)— 

Or the clause “then interest on such total amount 
refunded,” does not conclude the condition stated; 
(an alternative created by interpreting “such 
amount” as the amount named in the protest)— 

Or the term “such amount” must be construed as 
“such tax,” it being intended that a specific protest 
of any amount of tax for any one taxable period is 
equivalent to protest of the entire tax and conse- 
quently of any part thereof refunded. 

The first alternative may be dismissed without 
discussion, for statutes do not deal in absurdities. 

The second alternative, likewise, cannot be de- 
fended without seriously straining the meaning of 
the statute. It would certainly seem that if Con- 
gress intended that the three exclusive conditional 
clauses setting the beginning date of the interest 
period were to be concluded by some clause other 
than that quoted, the section would have been given 
a radically different shape. It is a good rule of law 
that nothing should be added to a statute, when 


THE NATIONAL INCOME TAX MAGAZINE 


141 


the statute as it stands can be given a reasonable 
interpretation. But if this second alternative be 
chosen, we should have to assume that the sub- 
division under consideration should read: 

“If such amount (i. e. such tax) was paid under 
protest, then interest upon such amount protested 
shall be paid * * *,” 

And similarly with subdivision (2); the clause 
“interest on such total amount refunded shall be 
paid * * *” becoming the statutory conclusion 
of the last condition only. 

As the section now stands, there is no legal war- 
rant for concluding the three provisional clauses, 
with any clause other than that contained in the 
statute; and if they be so concluded, the last alter- 
native named becomes inescapable. Only by such 
a construction can the apparent reference of the 
phrase “such amount” to the preceding phrase “such 


total amount refunded” become significant and ra- 
tional. 


Final Conclusions 


Moreover, the section itself contains internal evi- 
dence substantiating this construction. It will be 
noted that the term “such tax” is used in subdivision 
(1) as the equivalent of “such amount.” But the 
word “tax” is frequently employed to denote the 
entire tax liability for any particular taxable period 
as an integral unit. We feel no inconsistency in 
saying: “Interest shall be allowed on the total 
amount refunded from the date the tax was paid, 
if payment of such tax was made under protest.” 
The obvious significance of that statement is that 
protest of the tax to any specific amount constitutes 
protest of the whole tax. Such employment of the 
term “tax” is common in legal decisions, where, 
although only a certain definite amount is protested, 
the Court states “tax paid under protest.” See for 
instance U. S. Supreme Court decision previously 
quoted. 

Still another point of internal evidence is the 
significant change made in the phraseology of sub- 
division (3). In (1) the condition is “if such amount 
was paid under a specific protest;” in (2) “if such 
amount was not paid under a specific protest ;” while 
in (3) it reads, “if no protest was made and the tax 
was not paid pursuant to an additional assessment 
* ok Ok” 

True, the employment of the phrase, “the tax” in 
this clause raises difficulties; to have said, “and no 
additional assessment was levied” would have made 
for greater clarity; but the difficulties created are 
not sufficiently grave to modify previous conten- 
tions. 

Certainly the section in question might have been 
framed in clearer language. However the time for 
that is past; and considering it as a whole, it seems 
to me quite evident that, as it now stands, no rea- 
sonable interpretation, other than that given it in 
this article, is possible. The practical result of 
such interpretation is, of course, that interest should 
be allowed and paid on the total amount of a tax 
refunded, from the date of payment under protest 
or the date of payment pursuant to an additional 
assessment, even where the amount named in the 
protest or the amount of the additional assessment 
is less than the amount refunded. 








The Causes of the Large Increase 
in Tax Refunds 


HERE are evidences that the Senate investi- 

gation of the Bureau of Internal Revenue will 

resolve itself primarily into a probe of the 
Prohibition Unit, the branch of the bureau which 
is charged with the difficult task of keeping more 
than one hundred million people from obtaining 
outlawed intoxicants. Publication of the amount of 
refunds of taxes during the fiscal year 1923 was 
seized upon at first as evidence that something 
must be wrong within the tax division of the bu- 
reau, merely because of the size of the amount of 
taxes which have been held to have been illegally 
collected. Thus far no evidence has been produced 
to sustain hasty inferences of the probability of 
promiscuous irregularity in the bureau. 


For the information of the Senate investigating 
committee, a detailed statement of conditions ob- 
taining within the departments responsible for the 
administration of the income tax has been made 
in behalf of the Bureau of Internal Revenue. From 
that report and other official sources, the informa- 
tion which follows has been obtained. 


Following the entrance of this country in the 
world war, the tax on incomes was so extended that 
from 778,289 income tax returns filed in 1916, the 
number jumped to 3,824,316 in 1917, an increase of 
over 392 per cent; in 1918 the number reached 
4,742,693; and totaled 5,652,958 in 1919; 7,605,539 
in 1920; and 8,716,072 in 1921, which was an in- 
crease of 1,020 per cent over the number of returns 
filed for the year 1916. 

The law was changed so rapidly and the increases 
came so suddenly that they could not be prepared 
for in advance. During 1917 and 1918 the force 
was entirely inadequate to meet the gigantic task 
which had been thrust upon it, and was lacking in 


knowledge of accounting and its application to the 
Act of 1917. 


Staff Inadequate in Early Years 


In the first six months of 1919, approximately 
1000 auditors were recruited. It was necessary to 
give them four to six months training before they 
were equipped to carry on the work. The work of 
recruiting and training of personnel continued dur- 
ing 1919 and 1920. No cases except the simplest, 
representing approximately 40 per cent in number, 
of the 1917 returns were completed prior to 1920, 
and but few of the consolidated cases and natural 
resource cases were completely audited prior to 
1921. Practically all of the cases which were au- 
dited in 1919 were only superficially checked and 
were left over to be reaudited and disposed of in 
later years. As a result the work continued to 
accumulate. 


During the early years of the excess profits tax 


law the taxpayers, as a rule, had not kept accurate 
sets of books; their books had not been kept in con- 


formity with the requirements of the excess profits 
tax law. Even the best lawyers in the country had 
not mastered the law, the field men of the Bureau 
knew little of it, and the necessary regulations to 
enforce it, with the result that the returns were full 
of errors both for and against the taxpayers. 


Other difficulties were added by reason of retro- 
active legislation in later years. Amended returns 
became necessary, and reaudits necessarily fol- 
lowed. All this caused a vast accumulation, par- 
ticularly for the years 1917 and 1918. 

Some of the outstanding difficulties which had to 
be encountered and which have particularly caused 
great delay in closing 1917 and 1918 returns have 
been: 

1. The determination of invested capital includ- 
ing’ the difficult questions of consolidation and 
affiliation. 

2. -The 


valuations; 


(a) for purposes of depreciation ; 

(b) for determination of loss or gain on sales 
of capital assets; 

(c) for depletion on all of the natural resources 
including oil and gas wells, coal, precious metals, 
ore and timber, clay beds and other non-metals. 

The size of this task alone, says the report, stag- 
gers the imagination. 

These are but a few of the assigned causes of the 
delay in the final settlement of cases and of the 
necessity for extra assessments in some cases and 
refunds in others. 

There are also many instances where court deci- 
sions have interpreted the law in a manner different 
from the way it was interpreted by the Bureau of 
Internal Revenue, the result of which has been the 
filing of claims and the reopening of cases. For 
instance, some few years ago the Supreme Court of 
the United States decided that stock dividends were 
not taxable. This, of course, resulted in the loss 
of much revenue to the Government. 

The decision in the case of Goodrich v. Edwards 
made necessary a change in the Regulations with 
respect to the basis for determining the gain or loss 
with respect tq sales or transfers of property. 

The decision in the case of the United States v. 
Woodward allowed the deduction of the Federal 
estate tax from income. 

An opinion of the Attorney General with respect 
to community property interests permits the filing 
of separate returns by husband and wife, and will 
have the effect of many cases being reopened in 
the states where the community property laws are 
in effect. 

In other instances it has been necessary to abate 
tax which is legally due the Government, but which 
is uncollectable, because of the fact that taxpayers 
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have become insolvent, or cannot be located. This 
action is necessary in order to relieve the Collectors 
of Internal Revenue of the assessments charged in 
their accounts. 


The instances above are only a few of the reasons 
credited for abating, crediting, and refunding taxes. 
The Solicitor of Internal Revenue or the Com- 
mittee on Appeals and Review sometimes overrule 
the decision of the auditors. In other cases suit is 
instituted by taxpayers, which results in the over- 
ruling of the findings of the Bureau of Internal 
Revenue. To go into all the details of such matters 
would require a lengthy statement, but the few in- 
stances cited herein will give some idea as to the 
difficulties under which the Bureau of Internal 
Revenue has operated. 


The following statement shows the total in- 
ternal revenue receipts since 1917, the amount of 
additional assessments, and collections resulting 
from office audits and field investigations, and the 
amount of refunds of taxes erroneously collected: 


Amount of Additional 
Assessments and 
Collections Result- Amounts of 
ing from Office Refunds of 
Audits and Field Taxes Errone- 
ously Collected 


Total Internal 


Year Revenue Receipts Investigations 


SOM Sagas eos $ 809,393,640.44 $ 16,697,255.00 $ 887,127.94 
PO teeter cee cmt 3,698,955,820.93 29,984,655.00 2,088.565.46 
BOM ia staahoecinitiersars 3,850,150,078.56 123,275,768.00 8,654,171.21 
Me: diniery-cniw oma 5,407,580,251.81 466,889,359.00 14,127,098.00 
WHE ledisicne pieweisine 4,595,000,765.74 416,483,708.00  28,656,357.95 
ea Ser 3,197,451,083.00 266,978,873.00 48,134,127.83 
3598S .eswisseee siete 2,621,745,227.57 600,670,632.00 123,992,820.94 


Total—7 years..... $24,180,276,868.05 $1,920,880,250.00 $226,540,269.33 
1923 (1st 3 mos.).. 694,083,590.02 112,032,570.00  35,624,968.73 
Grand Total, 


7 yrs. 3 mos..... $24,874,360,458.07 $2,032,912,820.00 $262,165,238.06 


The total amount of refunds for the past seven 
years and three months of taxes erroneously col- 
lected—namely, $262,165,238.06—is approximately 
twelve and nine-tenths per cent of the total amount 
of additional assessments and collections resulting 
from office audits and field investigations ($2,032,- 
912,820) which have been made during the same 
period. 


It is not possible from the department records 
to show the amount of refunds relating to income 
tax only, except for the fiscal year 1923. Of the 
amount refunded for the fiscal year 1923, $97,487,- 
781.02 related to income tax. It may, therefore, be 
safely assumed that a large percentage of the 
amounts issued for prior fiscal years related to in- 
come tax. 


_ In addition to the amounts refunded, the follow- 
ing amounts of income tax have been abated and 
credited : 


ef, 2 ee $ 62,937 ,627.39 


yh, a eee 106,994,026.43 
Se ee 55,286,115.38 
i. 2, 2. Seer 134,715,710.84 
i gs. ner 305,775,001.44 


During the fiscal year ended June 30, 1923, there 
were 232,319 claims for abatement, credit, and re- 
fund filed by taxpayers through collectors’ offices. 
No tabulation has been made of the number of 
claims which relate to income tax only, but it is 
probable that the great majority of claims relate 
to that class of tax. Neither has a tabulation been 
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made showing the number of abatement claims, 
credit claims, and refund claims by classes. When 
a claim is allowed, it is not allowed as an abatement, 
credit, or refund, but is allowed in the nature of 
a certificate of overassessment, which may be ap- 
plied by the collector as an abatement or credit, or, 
in case there is no outstanding tax against the par- 


ticular taxpayer, the collector certifies the amount 
for refund. 


With reference to the charge that individuals 
within the Bureau of Internal Revenue have been 
poe of dishonest practices, the report to the 

enate Committee says it is unreasonable to as- 
sume that in a service composed of over 20,000 
employees that there would not be some instances 
of fraud, collusion or other illegal practices, in 
spite of the most careful selection of personnel. 


It is stated that the Internal Revenue Bureau 
has exercised care to employ and keep only such 
employees as will reflect credit upon it. For the 
purpose of discovering and investigating illegal 
practices, a Special Intelligence Unit was organized 
on July 1, 1919. Since the establishment of the 
Special Intelligence Unit, 1,194 administrative 
cases involving charges of practically every kind 
against officers and employees have been investi- 
gated. As a result of the investigation of charges 
in which collusion has been charged against em- 
ployees engaged in income tax work, 126 individ- 
uals have been separated from the service, 25 have 
been prosecuted and 110 cases are now pending— 
either awaiting final action or investigations not 
yet completed. Of the 993 other cases in which 
action has been taken by the Intelligence Unit, they 
have involved employees of the Prohibition Unit. 


Appraisals as a Foundation for Property 
Records 
(Continued from page 138) 


those customers having their plant accounts estab- 
lished and maintained in accordance with periodical 
or continuous appraisal service. 


In this brief review of the appraisal subject, I 
have given a specific, even though a necessarily 
brief, review of the application of appraisal service 
to plant and cost accounting, income tax require- 
ments, and financial statements. 


I have referred only briefly to the fundamental 
characteristics of procedure and presentation that 
should distinguish the character of the appraisal 
service which deserves the encouragement of all 
who are interested in the promotion of the greatest 
possible accuracy in financial statements. 


Mere reference only can be made to the use of 
appraisals in connection with the administration 
problems of plant operation, insurance, stock and 
bond issues, mergers, receivership, liquidation, 
ainortization, condemnation proceedings, and many 
other requirements imposed by modern business 
conditions, but if my effort adds a little to general 
knowledge, or stimulates interest in the preparation 
and application of appraisals, I am well pleased. 





HERE has been a more or less persistent ex- 

i pression of opinion that Congress, if it really 

desired to act so as to curb the avoidance of 

taxes by investment in tax-free securities, has the 

power to levy the income tax on incomes from all 

sources alike by virtue of the portion of the Six- 
teenth Amendment which reads as follows: 


“The Congress shall have power to lay and collect taxes on 
incomes, from whatever source derived.**” 


However, it is the Supreme Court that decides 
whether the law really means what it says. In the 
July issue of this magazine, Dr. Thomas Reed 
Powell made an interesting analysis of the Supreme 
Court decisions interpreting the scope of the Six- 
teenth Amendment, which made clear that the Su- 
preme Court still upholds the doctrine that neither 
the states nor the United States can tax the in- 
strumentalities of the other. 


Report of Treasury Adviser 


When the Ways and Means Committee was con- 
sidering the tax bill it asked Mr. A. W. Gregg, as- 
sistant to the Secretary of the Treasury, for a digest 
of the decisions and arguments affecting the ques- 
tion of whether Congress has the power to levy a tax 
upon the income from securities issued by states or 
subdivisions thereof. Mr. Gregg’s letter in reply 
was as follows: (The introduction is omitted.) 

Two questions will be considered, (1) whether the Fed- 
eral Government has the general power to lay a tax upon 
income derived from securities issued by states or political 
subdivisions thereof; (2) in the event that Congress may 
not lay a tax upon income from all such securities, whether 
the income from any obligation issued by states or political 
subdivisions thereof may be taxed by the Federal Govern- 
ment. 

The earliest decision of the Supreme Court upon the 
question of the power of the United States to tax state 
instrumentalities is The Collector v. Day (1870), 11 Wall. 
113. Under the Civil War mcome tax acts a tax was 
assessed on the salary of Hay, a probate judge in Massa- 
chusetts. He paid the tax under protest and brought action 
to recover it. It was held by the Supreme Court that 
Congress had no power to impose a tax upon the salary of a 
state judicial officer. The court cited Dobbins v. Com- 
missioners (1842), 16 Pet. 435; McCulloch v. Maryland 
(1819), 4 Wheat. 316; and Weston v. Charleston (1829), 2 
Pet. 449, as establishing the proposition “that the state gov- 
ernments can not lay a tax upon the constitutional means 
employed by the Government of the Union to execute its 
constitutional powers,” and concluded that, on the same 
principle, the United States can not tax the means and in- 
strumentalities employed by the states for carrying on their 
governmental operations. The court’s reasoning is indi- 
cated in the following passage (pp. 125, 187): 

“It is admitted that there is no express provision in the 
Constitution that prohibits the Federal Government from 
taxing the means and instrumentalities of the states, nor is 
there any prohibiting the states from taxing the means and 
instrumentalities of that Government. In both cases the 
exemption rests upon necessary implication and is upheld 
by the great law of self-preservation; as any government, 
whose means are employed in conducting its operations, if 
subject to the control of another and distinct government, 
can exist only at the mercy of that government. 

“ * * * the means and instrumentalities employed 
for carrying on the operations of their governments, for 
preserving their existence, and fulfilling the high and 
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responsible duties assigned to them in the Constitution, 
should be left free and unimpaired, should not be liable to 
be crippled, much less defeated, by the taxing power of 
another government. * * * ” 


This decision was followed in the cases of a judge of 
the Superior Court of New York City (Freedman v. Sigel 
(1875), Fed. Cas. No. 5989) and of a state’s attorney in 
Maryland (U. S. v. Ritchie (1872), Fed. Cas. No. 16168). 


In the case of Pollock v. Farmer’s Loan & Trust Co. 
(1895), 157 U. S. 429, a bill by a stockholder to enjoin the 
defendant corporation from paying an income tax under the 
Act of August 15, 1894 (28 Stat. 309), it was urged that 
the act was unconstitutional on the grounds, (1) that in 
imposing a tax on the income or rents of real and personal 
property, it imposed a direct tax upon the property itself, 
which was void because not apportioned among the states; 
(2) that in imposing indirect taxes, it violated the constitu- 
tional requirement of uniformity; (3) that in imposing a tax 
upon income received from state and municipal bonds, it 
exceeded the constitutional powers of the Federal Govern- 
ment. With reference to this third point, Chief Justic 
Fuller said (p. 585): . 


“It is contended that although the property or revenues 
of the states or their instrumentalities can not be taxed, 
nevertheless, the income derived from state, county and 
municipal securities can be taxed. But we think the same 
want of power to tax the property or revenues of the states 
or their instrumentalities exists in relation to a tax on the 
income from their securities, and for the same reason, and 
that reason is given by Chief Justice Marshall in Weston v. 
Charleston, 2 Pet. 449, 468, where he said: ‘The right to tax 
the contract to any extent, when made, must operate upon 
the power to borrow before it is exercised, and have a sens- 
ible influence on the contract. The extent of this influence 
depends on the will of a distinct government. To any ex- 
tent, however inconsiderable, it is a burden on the operations 
of government. It may be carried to an extent which shall 
arrest them entirely. * * * The tax on government 
stock is thought by this court to be a tax on the contract, 
a tax on the power to borrow money on the credit of the 
United States, and consequently to be repugnant to the 
Constitution.’ Applying this language to these municipal 
securities, it is obvious that taxation on the interest there- 
from would operate on the power to borrow before it is 
exercised, and would have a sensible influence on the con- 
tract, and that the tax in question is a tax on the power of 
the states and their instrumentalities to borrow money, and 
consequently repugnant to the Constitution.” 

It is clear, therefore, that prior to the adoption of the 
Sixteenth Amendment, Congress had no power to levy a tax, 
directly or indirectly, upon securities issued by states or a 
political subdivision thereof. There remains to be consid- 
ered the effect of the sixteenth amendment. 


The sixteenth amendment provides that: “The Congress 
shall have power to lay and collect taxes on incomes, from 
whatever source derived, without apportionment among the 
several states, and without regard to any census or enumera- 
tion.” 


At the time the Sixteenth Amendment was being consid- 
ered by the legislatures of the several states, it was urged 
by various writers and public men that the proposed amend- 
ment give Congress the power to tax the salaries of officers 
and employees of the states and the income from state and 
municipal securities. (See Foster, Income Tax, p. 78, et 
seq.; Miner, The Proposed Income Tax Amendment, 15 Va. 
L. Reg. 737, 753; Hubbard, The Sixteenth Amendment, 33 
Harvard Law Review, 794). The contrary view was urged 
with equal strength. (See Cong. Rec., Vol. 45, pp. 1694- 
1699, 2245-2247, 2539-2540, and Ritchie, Power of Congress 
to Tax State Securities, 5 Am. Bar Assoc. Journal, 602.) 

In the first case which arose under the Sixteenth Amend- 


ment, the case of Brushaber v. Union Pacific R. R. Co., 240 
U. S. 1, the Supreme Court committed itself on the question 
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of whether or not the Sixteenth Amendment gave to Con- 
gress any new power of taxation. This case was a suit by 
a stockholder to restrain the defendant corporation from 
paying an income tax imposed by the Tariff Act of 1913, on 
the ground that it was unconstitutional. Chief Justice White, 
in the course of upholding the validity of the Act, said (pp. 
17, 18, 19): 

“It is clear on the face of this text that it (the amend- 
ment) does not purport to confer power to levy income 
taxes in a generic sense—an authority already possessed 
and never questioned—or to limit and distinguish between 
one kind of income taxes and another, but that the whole 
purpose of the amendment was to relieve all income taxes 
when imposed from apportionment from a consideration of 
the source whence the income was derived. Indeed, in the 
light of the history which we have given and of the decision 
in the Pollock case and the ground upon which the ruling 
in that case was based, there is no escape from the conclu- 
sion that the amendment was drawn for the purpose of doing 
away for the future with the principle upon which the Pol- 
lock case was decided; that is, of determining whether a tax 
on income was direct, not by a consideration of the burden 
placed on the taxed income upon which it directly operated, 
but by taking into view the burden which resulted on the 
property from which the income was derived, since in ex- 
press terms the amendment provides that income taxes, 
from whatever source the income may be derived, shall not 
be subjected to the regulation of apportionment. * * * 

“Indeed, from another point of view, the amendment dem- 
onstrates that no such purpose was intended and on the 
contrary shows that it was drawn with the object of main- 
taining the limitations of the Constitution and harmonizing 
their operation. * * * 

“« * * * The purpose was not to change the existing 
interpretation except to the extent necessary fo accomplish 
the result intended; that is, the prevention of the resort to 
the sources from which a taxed income was derived in order 
to cause a direct tax on the income to be a direct tax on the 
source itself and thereby to take an income tax out of the 
class of excises, duties, and imposts and place it in the class 
of direct taxes.” 

Again, in Stanton v. Baltic Mining Co. (1916), 240 U. S. 
103, an action in form similar to the Brushaber case, Chief 
Justice White said, in upholding the constitutionality of the 
same act (p. 112): 

“« * * * But aside from the obvious error of the prop- 
osition intrinsically considered, it manifestly disregards the 
fact that by the previous ruling it was settled that the pro- 
visions of the Sixteenth Amendment conferred no new power 
of taxation but simply prohibited the previous complete and 
plenary power of income taxation possessed by Congress 
from-the beginning from being taken out of the category 
of indirect taxation to which it inherently belonged and 
being placed in the category of direct taxation, subject to 
apportionment by a consideration of the sources from which 
the income was derived that is, by testing the tax not by 
what it was—a tax on income, but by a mistaken theory 
deduced from the origin or source of the income taxed. 
Mark, of course, in saying this we are not here considering 
a tax not within the provisions of the Sixteenth Amendment; 
that is, one in which the regulation of apportionment or the 
rule of uniformity is wholly negligible, because the tax is 
one entirely beyond the scope of the taxing power of Con- 
gress and where consequently no authority to impose a bur- 
den either direct or indirect exists.” 

Similar dicta occur in Eisner v. Macomber (1920), 252 
a 189, 204, and in Peck & Co. v. Lowe (1915), 247 U. S. 

Although it appears that in none of these cases was it 
necessary to pass upon the issue, it is significant that the 
court saw fit to announce in each of them that the amend- 
ment did not extend the taxing power of Congress to cover 
any new subjects. 

The opinion in Evans v. Gore (1920), 253 U. S. 245, 
throws a more direct light upon the views of the Supreme 
Court regarding the scope of the Sixteenth Amendment. The 
action therein was brought by a United States district 
judge, appointed in 1899, to recover a tax paid upon his 
salary under the Revenue Act of 1918 (40 Stat. 1062). His 
chief contention was that the effect of the Act, in imposing 
a tax on his salary, was to diminish his compensation, and 
that to this extent it was repugnant to the third article of 
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the Constitution, providing that his salary should not be 
diminished during his continuance in office. The court came 
to the conclusion that the prohibition prevented diminu- 
tion by taxation, and the court, after reciting the history of 
the adoption of the sixteenth amendment, concluded: 

“True, Governor Hughes, of New York, in a message 
laying the amendment before the legislature of that state for 
ratification or rejection, expressed some apprehension lest 
it might be construed as extending the taxing power to 
income not taxable before; but his message promptly 
brought forth from statesmen who participated in propos- 
ing the amendment such convincing expositions of its pur- 
pose, as here stated, that the apprehension was effectively 
dispelled and ratification followed. 


“Thus the genesis and words of the amendment unit in 
showing that it does not extend the taxing power to new and 
excepted subjects, but merely removes all occasion other- 
wise existing for an apportionment among the states of 
taxes laid on income, whether derived from one source 
or another. And we have so held in other cases.” 

In conclusion, then, it is evident that, since the ratifica- 
tion of the Sixteenth Amendment, the Supreme Court of the 
United States, in dicta and decision, has consistently ad- 
hered to the view that the amendment does not extend the 
taxing power of Congress to new or excepted subjects. 
Prior to the adoption of the Sixteenth Amendment, it was 
established that, in general, income from state and municipal 
bonds was exempt from taxation by the Federal Govern- 
ment. In view of these two lines of decisions it appears 
evident to me that, in the absence of a constitutional amend- 
ment, a tax upon the income derived from state and munici- 
pal securities would be held by the Supreme Court to be 
beyond the constitutional powers of Congress. 

Respectfully, 


A. W. GREGG. 


List of Collection Districts Allocated to 
Corporation Audit Division 


NUMBER of changes have recently been made 

in the organization and procedure of the Cor- 
poration Audit Division of the Income Tax Unit, 
which, as announced by the Bureau of Internal 
Revenue, are designed to equalize the sizes of sec- 
tions for better administrative control, and to sim- 
plify and localize the control of returns and distribu- 
tion of work along geographical lines. 

The Manufacturers, Trading, Public Utilities, 
Personal Service, Finance and Miscellaneous sec- 
tions are abolished. In their places are established 
five sections known as Sections 21, 22, 23, 24 and 
25. These sections will audit all corporation returns 
other than consolidated, natural resources, and spe- 
cial assessment cases from designated collection 
districts. 

The list of collection districts allocated to the 
Corporation Audit Division are as follows: 

Section 21—Maine, New Hampshire, Vermont, 
Massachusetts, Rhode Island, Connecticut, New 
York Ist, 2nd and 3rd. 

Section 22—New York 14th, 2ist and 28th, New 
Jersey, Pennsylvania 1st, 12th and 23rd, Ohio Ist, 
10th, 11th and 18th. 

Section 23—Delaware, Maryland, West Virginia, 
Virginia, Kentucky, Tennessee, North Carolina, 
South Carolina, Georgia, Florida, Alabama, Missis- 
sippi, Missouri, Arkansas, Louisiana, Oklahoma. 

Section 24—Michigan Ist and 4th, Indiana, IIli- 
nois, Wisconsin, Minnesota, Iowa. 

Section 25—North Dakota, South Dakota, Neb- 
raska, Kansas, Montana, Idaho, Wyoming, Colo- 
rado, Utah, Nevada, Texas, New Mexico, Arizona, 
California, Oregon, Washington, Hawaii, Alaska. 








ILL France be able to pay her war debts to 

the United States and thus make possible a 

further lightening of the load on the Amer- 
ican taxpayer? A few months ago the universal 
answer probably would have been in the negative. 
Now, however, a reconsideration of the facts is 
necessary in the light of what may be expected to 
result from the Dawes Report on Reparations. 

A study of this report, including the numerous 
annexes, reveals in the first place that the docu- 
ment is a very able analysis of a most difficult and 
baffling problem; and, in the second place, that, 
taken as a whole, it has been misrepresented in 
the brief summaries and newspaper comments that 
have thus far appeared. This misrepresentation is 
attributable to the fact that only certain portions 
of the report have been extracted and emphasized. 
The Committee itself has stated emphatically that 
“we regard our report as an indivisible whole.” The 
report cannot, in fact, be understood and the plan 
proposed cannot achieve any success unless it is 
considered and put into operation as a unit. 


Germany’s Power to Pay 


When considered as a whole, it is clear that the 
report does not indicate that Germany can as- 
suredly deliver to the Allies 2,500,000,000 gold 
marks annually. It is estimated that this sum of 
money might—assuming a combination of favor- 
able conditions—be raised within Germany; but 
no assurance is given that such sums could actually 
be transferred to the creditors. And in the event 
that they cannot be transferred, the provision that 
2,500,000,000 should be set aside annually in the 
new bank that is proposed, is annulled. 


The Committee points out clearly that the mak- 
ing of reparati6én payments involves two very dis- 
tinct though related problems. The first is the 
raising of revenue within Germany and the second 
is the conversion of this revenue into acceptable 
means of payment in the creditor countries without 
unsettling the foreign exchanges and producing 
repercussions upon the budget and the currency 
of Germany. This is the first time any official or 
quasi-official body has ever squarely faced the sec- 
ond—and much the more difficult—of these prob- 
lems. 

The Committee has expressed the belief that a 
balanced budget can be attained and that additional 
revenue for reparation purposes can be derived 
from certain railroad and industrial securities. Dur- 
ing the first year, they foresee the possibility of a 
budgetary deficit, but they believe that the first two 
years considered as a unit may show a slight sur- 
plus. The first year’s payments reparations are 
to be met mainly out of the proceeds of the foreign 
loan which is recommended as a part of the plan, 
and in small part out of surplus revenue derived 
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from a reorganized railroad system, which is to be 
divorced from government control. After the first 
year when the sums to be raised are expected to 
equal 1,000,000,000 gold marks, the amounts are 
gradually scaled upward to a maximum fixed sum 
of 2,500,000,000 gold marks, in 1929, plus or minus 
small amounts as gauged by a general index of 
prosperity. 

These estimated revenues are, however, backed 
by no real guarantees. They are, in fact, based 
upon a number of quite debatable assumptions, as 
follows: (1) that currency stability can be 
achieved (the bank plan proposed by no means 
assures this); (2) that the German economic sys- 
tem will be left unhampered by outside military 
or other control (the intention of the French to 
remain in the Ruhr and the control devices es- 
tablished, give comparatively little assurance of 
this point); (3) that Germany quickly and fully 
recovers her economic prosperity and her former 
position in world market (it will be seen that both 
the recovery of Russia and other natural German 
markets and an abandonment of trade and tariff 
barriers designed to prevent the revival of German 
competition are here taken for ‘granted). 

The degree of optimism that characterizes the 
report with reference to the raising of revenues 
within Germany is entirely lacking when it comes 
to the second problem, that of transferring the 
funds collected in acceptable form to the creditors. 
It is admitted that the sums that can be transferred 
—granted they might be collected in Germany— 
are wholly unpredictable. It is emphasized that 
the transfers can be made only if there is developed 
a surplus of exports over imports. In last analysis 
the reparation payments must take the form of 
the transfer of tangible wealth across the German 
border. The German money collected within the 
country may be used to purchase bills of exchange 
arising out of an export surplus and these bills can 
be turned over to the Allied government which in 
turn can sell them to importers wishing to pay for 
goods bought in Germany. If Germany cannot 
produce a surplus of exports over imports, she 
cannot pay; similarly, even if Germany could pro- 
duce a surplus of exports she could not ship this 
surplus abroad, if foreign buyers were unwilling 
or unable to take it. 

The Committee evidences, in fact, no confidence 
that an export surplus equal to 2,500,000,000 gold 
marks can be developed—either from year to year 
or over a period of years. And since they clearly 
perceive that insistence on payment when there is 
no export surplus would demoralize the exchanges, 
depreciate German currency anew, and once more 
disorganize the budget, they set up a mechanism 
which makes the amount of the export surplus, as 
determined by the course of events, the real meas- 
ure of Germany’s capacity to pay. 
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The really striking feature of the whole report— 
thus far almost completely ignored in press sum- 
maries and comments—is the provision that funds 
which cannot be transferred because of the want of 
an export surplus, are to be held in the new bank 
or invested in Germany until the amount accumu- 
lated reaches 5,000,000,000 gold marks, and what 
is of the utmost importance, that further payments 
into the bank must thereafter be reduced or, if 
necessary, stopped altogether until such time as 
an export surplus does enable the transfers actually 
to be made. 


Thus the foreign trade side of the problem is 
placed in the position of paramount importance 
and the amount of the export surplus is made the 
real measure of Germany’s capacity to pay. 


This is an absolutely sound position and is in 
complete accord with the position taken in the 
study recently published by the Institute of Eco- 
nomics. It will be observed that no assurance 1s 
therefore given that Germany can pay 2,500,000,000 
marks, or any other definite sum annually. The 
possibility of developing an export surplus depends 
only in part upon internal German conditions. It 
depends quite as much upon the ability and the 
willingness of the rest of the world to absorb Ger- 
man goods. 

This consideration is of major importance from 
the point of view of potentiai inyestors in the inter- 
national loan which the plan contemplates and in 
the German railroad and industrial securities which 
the Reparation Commission will be privileged to 
sell in world markets. The interest on German 
bonds can be paid to foreign holders only provided 
there is an export surplus—and a surplus presum- 
ably in excess of the annual reparation installments. 
The report is not in the slightest reassuring on this 
very important issue. 

The report of the Committee has been accepted 
by the Reparation Commission and by the German 
Government as a basis for an adjustment of present 
difficulties. The report has also been accepted by 
Belgium, and there appears to be no doubt of Italy’s 
favorable attitude. The British prime minister has 
notified Paris and Washington of its willingness 
to accept the report as an “indivisible whole.” 
There is still some doubt as to the official attitude 
in France. The early enthusiasm has abated con- 
siderably as the true nature of the report and the 
machinery set up has been made clear. The matter 
will probably be allowed to drift along until after 
the elections in France and Germany early in May. 

The best estimate of the significance of the Dawes 
report is perhaps that given in the closing para- 
graph of the report itself: “We would point out 
that while our plan does not, as it could not prop- 
erly, attempt a solution of the whole reparation 
problem, it foreshadows a settlement extending in 
its application for a sufficient time to restore con- 
fidence, and at the same time, is so framed as to 
facilitate a final and comprehensive agreement as 
to all the problems of reparations and connected 
questions as soon as circumstances make this pos- 
sible.” The report undoubtedly marks a long step 
forward toward a sane adjustment of this vexatious 
problem. As such, it is a constructive event of 
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first importance, from a business as well as from 
a political point of view. Grave problems and in- 
numerable difficulties, however, remain to be ad- 
justed. The great question now is whether politics 
will permit a business-like plan to be put into suc- 
cessful operation. 


Political Barriers Still to Be Overcome 


Reflecting British opinion on what may be ex- 
pected to result from the Dawes report, a London 
correspondent of the Manchester Guardian Weekly 
has made the following review of the situation. 


Mr. MacDonald has now to consider how far the Experts’ 
reparations report issued can be made the starting point for 
renewed negotiations for a reparations settlement. Ever 
since he became Prime Minister he has allowed it to be known 
that no settlement could be attempted in Europe until the 
problem of reparations was got out of the way and that 
reparations could not be tackled until the Experts’ report had 
been received. 

The report is a long and complicated plan for balancing 
Germany’s Budget, stabilizing the mark, recovering capital 
that has left Germany, and, in short, putting Germany into a 
position where she will be able to pay reparations. But that 
is all. Committee No. 1, which was presided over by General 
Dawes and on which sat Sir Robert Kirdersley and Sir Josiah 
Stamp, expressly states that its business has been “business” 
in the technical sense and not politics, and that the question 
of political as opposed to economic guarantees and that of 
military sanctions are alike outside its competence. 

While, therefore, if may be taken for granted that the British 
Government will do its utmost to back up whatever influence 
towards peace may prove to have been started by the report, 
it cannot be denied that the report in itself cannot lead far. 
It is precisely the political questions that matter most. 


Problems the Report Raises 


1. For instance, the first question that was put in British 
diplomatic quarters last night was this: The First Committee 
of Experts declare that although political and military con- 
ditions are outside their scope, yet 1f and when their economic 
plan comes into operation two conditions must be observed by 
the Allied Governments—namely, 

(a) If any military organization exists it must not im- 
pede the free exercise of economic activities. 

(b) There shall be no foreign economic control or inter- 
ference other than that proposed by the plan. 

Now the question is what happens to M. Poincaré’s oft- 
reiterated protestation, reiterated again only a week ago, that 
the French will never let go of the Ruhr “pledge” except in 
proportion as Germany pays reparations? 

2. The next question asked here is, how can the condition 
of stability and confidence, as stipulated for in the report, be 
achieved unless and until Germany’s total indebtedness is fixed ? 
The experts have not considered the question of Germany's 
total liability, and therefore the assumption on which the report 
is based is that the May, 1921, total still stands as the amount 
of the Allied demand. Yet that figure has been condemned as 
an impossible one by both American and British experts, and 
even French experts have admitted it to be too high. 

3. Next there is the question of French demands. M. 
Poincaré has never abandoned his claim that France must 
receive a net total of 26 milliard gold marks (£1,300,000,000) ; 
that is to say that if she has to pay her debts to Great Britain 
and America the total of 26 milliards must be increased accord- 
ingly. Now the British White Paper of last August conclu- 
sively showed that this French demand is considerably in 
excess of her share of 52 per cent of the May, 1921, schedule. 
What, therefore, is to be done? The Spa percentages were, 
of course, based on the assumption that France would pay 
her own debts. 

4. The Experts’ plan involves an international loan of 800 
million gold marks (£40,000,000}. It goes without saying that 
this loan will have to be largely raised in London. The Experts 
further confirm the principle that the loan would be used 
partly to help Germany to meet essential treaty purposes during 
the years 1924 and 1925; in other words, 52 per cent of that 
portion of it used for such a purpose would go through Berlin 
to Paris. Now, unless there is some satisfactory settlement of 
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the question of the French debt there can be little prospect of 
British money becoming available for an international loan 
for Germany, which in the circumstances would be tantamount 
to a further British loan to France. 


5. Assuming the satisfactory arrangement of the political 
problems above mentioned, there would have to be some 
assurance that France would not again in any contingency take 


separate measures against Germany, such as the occupation of 
the Ruhr. 


6. Finally, there is the question of the Ruhr expenses and 
proceeds, if any. Are the proceeds, which are now represented 
in Paris as being abundant, to be credited to the Reparation 


Commission’s account? 

Apart from the economic and political phases, 
the human elements involved invite consideration 
in determining to what extent improvement may 
be expected from the proposals of the Expert Com- 
mittee. Germany, it already appears, will do lip 
service in conformity with the plan, but will she 
actually carry it out? What is the inducement 
offered to the sixty million German people to work 
hard and long to pay their debts? The Dawes’ plan 
still leaves them saddled with liabilities which it 
is now admitted they can never pay. Therefore, 
Germany’s actual liability has never been fixed. 
Until the amount is definitely set within her ability 
to discharge the obligation, the incentive to pay 
will be totally lacking. 

Nevertheless we believe that the Dawes’ report 
is a big step forward. It is the first report of an in- 
ternational body ‘prepared and rendered in a busi- 
ness-like manner. It effects the return of America 
into world affairs. The hearty commendation of 
this work by President Coolidge indicates a willing- 
ness on the part of this government to take an 
active interest in European affairs. The entire 
problem has apparently been lifted out of an im- 
possible situation where it was rapidly developing 
into a mere quarrel between France and England. 
Can it be expected that the new plan will operate 
so as to enable the Allies soon to pay off their war 
debts and thereby add to further prospect of relief 
for the American taxpayer? The logical answer 
seems to be in the negative. 


Decisions of the United States Supreme 
Court Involving State Taxes 


N VIEW of the levy of gasoline taxes in thirty- 

six states and the District of Columbia, the 
decision of the United States Supreme Court up- 
holding the Arkansas statute, which imposes a tax 
of 3 cents a gallon on sales of gasoline to con- 
sumers, is of widespread interest. The tax in 
Arkansas is collectible from dealers, but is levied 
ostensibly against purchases of gasoline as a privi- 
lege tax for the use of the highways. 


The suit was instituted by the Pierce Oil Cor- 
poration. Part of the argument of the plaintiff 
was that the seller of gasoline who is required to 
pay the tax to the state is not afforded the means 
of reimbursing himself and that therefore the stat- 
ute was in violation of the Fourteenth Amendment 
of the Constitution, which provides that a state 
shall not deprive any person of property without 
due process of law. 
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The law of Louisiana, which declares that all 
fur-bearing animals and alligators in the State, and 
their skins, are property of the State until a sever- 
ance tax has been paid, has been upheld by the 
Supreme Court of the United States. Suit was 
brought by certain dealers in hides and furs to 
enjoin the State of Louisiana from enforcing pay- 
ment of the two per cent tax, on hides and skins, 
which are not manufactured into finished products 
in Louisiana, but which are all shipped out of the 
State. The Court held that failure to buy and 
enforce the tax before the skins and hides reach 
the dealers does not make the necessary operation 
of the law an interference with interstate commerce. 
(Lacoste et. al. v. Department of Conservation of 


the State of Louisiana, Adv. Ops. 178, Sup. Ct. 
Rap. 186.) 





The levy of the annual poll tax of five dollars 
imposed upon every male person within the terri- 
tory or waters of the Alaska, and an annual license 
tax of five dollars upon every nonresident is not 
unconstitutional. The constitutionality of the tax 
was contested as a result of an action brought by 
a California resident, who came to fish for four 
months within the waters of Alaska, to recover 
from his employer, the Alaska Packers’ Association, 
deductions from his wages to pay the license fee 
imposed by the Alaska legislature. (Haavik v. 
Alaska Packers’ A€sociation, Adv. Ops. 199, Sup. 
Ct. Rep. 177.) 





Interest Accrued in Prior Years Deduct- 


ible if Paid in 1917 


HE Court of Claims of the United States has 
held that under the Acts of 1916 and 1917 the 
amount of interest paid by a corporation during 1917 
was deductible even though such payment was for 
interest accrued during preceding years. Under 
the Act of 1913, on the other hand, it was the deci- 
sion of the Court that there can be no doubt that 
under this act there could be no interest deduction 
unless it both accrued and was paid during the year. 
The Act of September 8, 1916, provided that the 
net income of a corporation shall be ascertained by 
deducting from gross income, among other things, 
“the net amount of interest paid within the year on 
its indebtedness to an amount of such indebtedness 
not in excess of the sum of (a) the entire amount of 
the paid-up capital stock outstanding at the close 
of the year * * * and (b) one-half of the inter- 
est bearing debt then outstanding.” 

The Act of March 3, 1917, said the Court, made 
no change in respect of interest deductions and the 
Act of October 3, 1917, repeating the provision of 
the Act of 1916 as to deductions, with some modi- 
fications, again used only the word “paid” and re- 
peated the same limitation as to the amount of the 
indebtedness the interest on which might be de- 
ducted. 

The conclusion to be drawn, in the opinion of the 
Court, is that under the Revenue Acts of 1916 and 
1917 interest on indebtedness paid during the 
year was deductible whether accrued during that 
or preceding years. 


"cerns 


a aa lass AR cpa Rahat ia itd 


2) ee ee 


scale 


dna Tied ae peda Pei Maas 2 


~ 


22 aOR ee ITN 


sea hdtnee Ey LN EI 























ars 
rri- 
nse 
not 
tax 


our 
ver 
on, 
fee 


up. 


ict- 


has 
the 
917 
for 
der 
eci- 
hat 
tion 
ear. 
the 
_ by 
gs, 
"on 
1eSs 
t of 
lose 
ter- 


ade 
the 
1 of 
odi- 
re- 
the 
de- 


the 
and 
the 
that 


wh Sebel 


veer 


eK: 


May, 1924 


THE NATIONAL INCOME TAX MAGAZINE 149 


TAX EVENTS AT WASHINGTON 


S a result of modifications made by the Senate 
A Finance Committee, the revenue bill once 
more took on an appearance that made it 
recognizable by its original sponsor, Secretary Mel- 
lon. The measure reported to the House was like- 
wise practically in harmony with the specifications 
formulated by the Secretary of the Treasury, but by 
the time the tax schedules had been subjected to the 
Garner treatment and had been subsequently tem- 
pered by Representative Longworth there was 
nothing “scientific” left in them that the adminis- 
tration leaders could detect. Though temporarily 
reinstated in the revenue 
bill, the Mellon rates have 
another rough and un- 
friendly course ahead in 
the Senate. Under the 
leadership of Senator Sim- 
mons, ranking minority 
member of the Finance 
Committee, the Demo- 
crats have rallied in sup- 
port of proposed tax rate 
amendments, which may 
receive the support of 
enough Republican sen- 
ators to finally eliminate 
the tax schedule based 
upon a 25 per cent surtax 
maximum, 


Meanwhile the public is 
appraising the handiwork 
of the Finance Commit- 
tee. Of most importance 
was the excision of the 
Longworth compromise 
tax schedule. The Long- 
worth plan provided for 
normal rates of 2 per cent 
on incomes below $4,000, 
5 per cent on incomes between $4,000 and $8,000 and 
6 per cent on higher incomes. It called for a flat 
25 per cent reduction in surtax rates from those 
of the present law, which would make the maximum 
37% per cent on incomes of $200,000 or over. The 
Mellon plan provides for a reduction of normal 
taxes from 4 per cent to 3 per cent on incomes of 
$4,000 and under, and from 8 per cent to 6 per cent 
on incomes above that amount. The surtax rates 
would begin with a 1 per cent rate on the amount 
by which the net income exceeds $10,000 and does 
not exceed $12,000, and would be increased by 1 
per cent for each succeeding $2,000 in net income 
up to $36,000, by a 1 per cent additional for the 
next $4,000 of net income, and then by 1 per cent 
additional for each $6,000 of net income from $40,- 
000 up to $100,000, from where the surtax would 
be at a uniform rate of 25 per cent. 

The Mellon recommendation for a 25 per cent 
reduction on earned income was approved but 


over. 
were 40 per cent.) 


to $25. 


Special Features of the Finance 
Committee Bill tax increase, 

Restoration of the Mellon rate schedule. 

Increase in corporation income tax from 12%, per 
cent to 14 per cent. This increase to displace 
the corporation stock tax. 

Removal of the tax on gifts, which was added to 
the bill in the House. 

A bolishment of the 12, per cent limitation of re- 
ductions on account of capital losses. 

Reduction of the estate tax to the present maximum 


of 25 per cent on estates of $10,000,000 and 


(The maximum rates fixed by the House 


Addition of a 10 per cent tax on all radio sets, 
radio parts, and on Mah Jong sets. 

Restoration of the tax on telephones and telegraph 
messages which was abolished by the House. 

Lowering of the value on which exemption from 
the 5 per cent jewelry tax is to obtain from $40 


Publication of the amount of income tax paid and 
amount of refunds received by each taxpayer. 








earned income is limited to $10,000. The first 
$5,000 of income is, as in the House bill, assumed to 
be earned income. Secretary Mellon disapproved 
of limiting earned income to any arbitrary amount. 

The flat tax on corporations of 1214 per cent was 
increased to 14 per cent. The additional tax is in 
lieu of the corporation stock tax of $1 per $1,000, 
which is repealed. Secretary Mellon did not recom- 
mend any change in the tax on corporation earnings 
or the capital stock tax and no such change was 
considered in the House. The increase in tax on 
corporations is expected to bring in $20,000,000 
more of revenue than the 
capital stock tax and to 
that extent represents a 
inStead of 
tax reduction. 


In the last minutes prior 
to the final action on the 
bill, a heated controversy 
took place over the ques- 
tion of eliminating Sub- 
section (c) of Section 214, 
which provided that losses 
sustained during a tax- 
able year and not compen- 
sated for by insurance or 
otherwise, if incurred in 
any transaction entered 
into for profit, though not 
connected with the trade 
or business “shall be al- 
lowed as deductions only 
if and to the extent that 
the sum of such amounts 
exceeds the amount of 
interest on _ obligations 
or securities the interest 
upon which is wholly ex- 
empt from taxation.” Sen- 
ator Smoot, majority leader of the committee, and 
Senator Simmons, minority leader, both opposed 
this provision. It was finally voted out. This elim- 
ination is estimated to have represented a loss in 
revenue of $35,000,000. Action will be taken in 
the Senate to reinstate this feature. Senator Reed. 
of Pennsylvania, is expected to make an attempt to 
obtain adoption of a tax upon future issues of 
securities, which would under present conditions be 
tax-exempt. 

Estate tax rates in the Act of 1921, ranging from 
1 to 25 per cent, were restored upon recommendation 
of Secretary Mellon. ‘The increase in rates made 
by the House to a maximum of 40 per cent on in- 
comes of $10,000,000 and over was estimated to yield 
an increase of $12,000,000 in taxes. 

The Finance Committee entirely eliminated the 
gift tax which ranged from 1 per cent on gifts in 
excess of $50,000 but less than $100,000 to 40 per 
cent on gifts in excess of $10,000,000. This tax met 
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with support in the House because of the recog- 
nition of a prevalence of tax avoidance by division 
of estates. The tax, moreover, was expected to have 
yielded at least $2,000,000 in additional revenue. 


Section 208 was amended by elimination of the 
clause permitting deduction of only 12% per cent 
of capital losses to correspond with the 12% per 
cent limit on capital net gains. This provision was 
strongly recommended by Secretary Mellon as a 
means of preventing evasion of taxes. The Treasury 
Department had expected therefrom to get $30,000,- 
000 in additional revenue. 


Miscellaneous Rate Changes 


The taxes on telephone and telegraph messages, 
which prevail under the existing law, were restored. 
Repeal of these taxes was specifically recommended 
by Secretary Mellon. 


A new tax of 10 per cent was placed on radio sets 
and accessories and on Mah Jong sets. 


Articles exempted from the jewelry tax are limited 
to those selling for $25 or less, instead of $40 as 
provided by the House. Watches sold or leased 
for an amount not in excess of $60 are exempt from 
the tax. 


Reductions made by the House in other miscel- 
laneous tax were approved, including the reduction 
of the tax on automobile parts and tires, the repeal 
of the tax on trucks valued at less than $1,000 at 
wholesale, the repeal of the candy tax and the 
abolishment of luxury taxes on carpets, rugs, trunks, 
suit cases, pocketbooks, lighting fixtures and fans. 


Produce and merchandise brokers are removed 
from the classification of brokers subject to the 
$50 occupational tax. 


The tax on proprietors of bowling alleys and 
billiard rooms was raised from $5 to $10 for each 
table. 


Exemption for farmers’ mutual insurance, ditch, 
irrigation, telephone and like corporations is limited 
to those whose’ income to the extent of 85 per cent 
is derived from dues and assessments upon their 
members. 


The provisions of the tax on cigars, tobacco and 
manufacturers thereof, as contained in the present 
law, are retained except that two new classifications 
are added for cigar packages, permitting packets 
of three cigars and of seven cigars, in addition to 
those already allowed by law. 


Secretary Mellon had proposed the withdrawal of 
the community property privilege. In some states 
the income of the husband is a joint income of the 
husband and wife, and each, therefore, is permitted 
to file a return for one-half of the income. He de- 
clared that this gives an unfair advantage to citizens 
of those states over those of other states. The 
Finance Committee disregarded this proposal. 


Some further adjustment of miscellaneous taxes 
may be expected on the floor of the Senate. Senator 
Walsh advocates repeal of the tax on tires, parts, 
and accessories, instead of the cut in half voted 
both by the House and the Finance Committee. 


May, 1924 


In addition to modifications of particular tax rates, 
various other provisions of the House bill were 
changed. 

The definition of capital assets was revised so 
as to include stock received as a stock dividend by 
a taxpayer, or by the donor if the taxpayer acquired 
the stock by gift. This form of an asset was in the 
House bill specifically excluded from being subject 
to a tax limit of 12% per cent if held for more 
than two years before sold. 


Section 216 was amended to provide that if the 
status of a taxpayer changes during the taxable year 
a proportionate allowance is to be made by way of 
personal exemption for the portion of the year that 
the taxpayer classified as a single person or a mar- 
ried person or the head of a family. Fractional 
parts of a year are to be disregarded unless more 
than a half a month, in which case it shall be con- 
sidered a full month. For example, if a single per- 
son is married on July 25, his exemption for the 
calendar year as a single person would be seven- 
twelfiths of $1,000 or $583.33. For the five months 
that he was married the exemption—if the total 
income of husband and wife was less than $2,500— 
would be five-twelfths of $2,500 or $1,041.67. The 
total personal exemption for the year would, ac- 
cordingly, be $1,625. If husband and wife make 
separate tax returns, this exemption may be taken 
by either or divided between them. 


In the case of an individual who dies during the 
year, the credits allowed shall be determined by his 
status at the time of death, and in such a.case full 
credits would be allowed to the surviving spouse, 
if any, according to his or her status at the end of 
the year. 


An amendment of Section 257 provides for pub- 
lication not only of the name and address of each 
person making an income tax return but also the 
amount of the tax paid and the amount of refunds 
made to each person. This new provision is ex- 
pected to have the salubrious effect of making tax 
evasion a-less popular sport. 


The period of limitation within which an indict- 
ment must be brought or information instituted 
against persons charged with violation of internal 
revenue laws was extended by the Finance Com- 
mittee from three to six years. 


The section covering penalties was revised to 
conform more closely to the provisions of the Act 
of 1921. As this section was written in the House 
bill, a taxpayer was not subject to penalty for failure 
to pay taxes or keep proper records, as provided 
by the tentative law, unless he willfully refused. 
The Finance Committee has made the penalty ap- 
plicable in case of failure to pay taxes or to keep 
proper records, as provided by law. 


An additional clause has been added to Section 
1117 to the effect that “any person who willfully 
(1) aids or assists in the preparation of a false or 
fraudulent return, affidavit, claim, or document, 
authorized or required by the internal revenue laws 
or (2) procures, counsels, or advises the preparation 
or presentation of such return, affidavit, claim, or 
document, shall (whether or not such falsity or fraud 
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is with the knowledge or consent of the person 
authorized or required to present such return, affi- 
davit, claim or document), be guilty of a felony 
and, upon conviction thereof, be fined not more 
than $10,000, or imprisoned for not more than five 
years, or both, together with the costs of prose- 
cution.” 


Section 203 (h) was modified so that no gain or 
loss would be recognized if common stock in a 
corporation is exchanged solely for common stock 
in the same corporation, or if preferred stock ina 
corporation is exchanged solely for preferred stock 
in the same corporation. Accordingly, for example, 
if a corporation issued two classes of common stock, 
one of these might be exchanged for the other to 
advantage and yet no taxable gain would be in- 
volved. 


One of the criticisms of the bill passed by the 
House was that it did not provide sufficient revenue 
to prevent a deficit. The Finance Committee bill 
would be even more deficient in that respect as 
Senator Smoot estimates that it would fail by $69,- 
000,000 of raising sufficient revenue to meet the 
regular government expenses in the first year of 
its operation. In this estimated deficit no account 
is taken of extraordinary expenditures such as 
would be incurred by the passage of the soldiers’ 
bonus and special appropriation bills. 


The Democratic Plan 


Senator Simmons has offered three amendments 
to the bill as reported to the Senate. One proposes 
normal tax rates of 2, 4 and 6 per cent, the same 
as under the Garner plan supported by the Demo- 
crats in the House. Another amendment gives all 
heads of families an exemption of $2,500, which 
under the Finance Committee bill only those with 
incomes of $5,000 or less would receive. A third 
amendment would fix a surtax maximum of 40 per 
cent on amount of income in excess of $500,000. 


The Simmons surtax schedule starts with a rate 
of 1 per cent on incomes between $10,000 and $14,- 
000, instead of between $10,000 and $12,000, as in 
the Mellon plan. One per cent is then added to 
each additional $2,000 of income up to $38,000. 
Another 1 per cent is added for the $4,000 between 
$38,000 and $42,000. One per cent is then added 
for each $2,000 up to the $52,000 bracket. From 
that point there are intervals of either $2,000 or 
$4,000 for each 1 per cent added until 36 per cent 
is reached between $96,000 and $100,000. A rate 
of 37 per cent applies between $100,000 and $200,- 
000, 38 per cent between $200,000 and $300,000, 39 
per cent between $300,000 and $500,000, and 40 per 
cent above $500,000. 


The Simmons surtax schedule is but slightly 
higher than that of the revenue bill as passed by the 
House. These rates, the author claims, will yield 
within $3,000,000 of as much revenue as the Mellon 
rates. Senator Simmons will offer further amend- 


ments dealing with other features of the revenue 
bill. 
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Benefits of Tax Reduction Plans Compared 


The tax reductions which would be effected for 
the various income levels by each of the three dom- 
inating tax reduction plans is succinctly illustrated 
in the following table, which shows the total amount 
of tax which a married man with no dependents 
would have to pay under various schedules. 


Net income Present law Mellon plan House Senate 

(Dem.) 
$ 3,000.00 $ 20.00 $ 11.25 $ 7.50 $ 7.50 
4,000.00 60.00 33.75 22.50 22.50 
5,000.00 100.00 56.25 37.50 37.50 
10,000.00 520.00 337.50 265.10 207.50 
20,000.00 1,720.00 1,237.58 1,165.00 1,017.50 
30,000.00 3,520.00 2,637.50 2,515.00 2,317.50 
50,000.00 8,640.00 6,657.50 6,190.00 6,137.50 
80,000.00 20,040.00 14,057.50 14,740.00 14,877.50 
100,000.00 30,140.00 19,817.50 22,315.00 22,617.50 
200,000.00 86,640.00 50,817.50 64,690.00 65,617.50 
500,000.00 260,000.00 143,817.50 195,190.00 199,617.50 
1,000,000.00 550,640.00 298,817.50 412,690.00 429.617.50 


Community Income Divisible Between 
Husband and Wife in California 


S a result of an opinion of the Attorney General 

holding that under the laws of California a 
wife has a greater interest than a mere expectancy 
in community property and that the California laws 
passed in 1917 recognize that the wife’s half of 
community property is a part of the property of 
the deceased husband, Article 31 of Regulations 
62 has been amended so that the fifth sentence in- 
cludes California and now reads as follows: “A 
husband and wife domiciled in Arizona; California, 
Idaho, Louisiana, Nevada, New Mexico, Texas and 
Washington, in rendering separate income tax re- 
turns, may each report as gross income one-half 
of the income w hich, under the laws of the respec- 
tive states, becomes simultaneously with its receipt 
community property.” 


The same principle is also now recognized as 
operative in respect of the Federal estate tax. Treas- 
ury Decision 3569 provides that under the laws of 
California there should be included in the gross 
estate of a deceased spouse, for the purpose of com- 
puting the estate tax, one-half only of the com- 


munity property of a husband and wife domiciled 
therein. 


Internal Revenue Collections Show an 
Increase Over 1923 Period 


NCOME tax collections for the eight months’ 

period ended February 29, 1924, amounted to 
$918,103,935, an increase of $159,457,187 over the 
collections for the previous corresponding period. 


Total internal revenue collections for the same 
period in 1924 totaled $1,588,457,045, compared with 
$1,386,752,806 for the corresponding period of the 
previous fiscal year. This was an increase of $201,- 
704,239. Miscellaneous tax collections also show 
a gain of $42,247,052, from $628,106,058 for the eight 
months’ period ended February 28, 1924, to $670,- 


353,110 for the corresponding months ended Febru- 
ary 29, 1924. 








Tax Reduction Issues 


The remarks to follow are not to be taken as 
against the limitation of surtaxes to a maximum of 
25 per cent, which in fact we favor because we be- 
lieve that there is nothing inherently sacred about 
the existing graduated surtax schedule, that exces- 
sive income taxes tend to discourage enterprise and 
initiative and that moderate rates would result in 
less tax evasion and probably bring in more rev- 
enue than the existing high surtax rates. Excep- 
tion, however, is taken to propaganda which distorts 
facts and probabilities, and which, though intended 
to promote favor for the Mellon plan, has just the 
opposite reaction as soon as the misconstruction 
becomes apparent. 

The renewed endeavor to obtain popular pressure 
for the passage of the Mellon tax schedule is result- 
ing in a new crop of questionable statements rela- 
tive to the effects of particular tax rates. The empty 
dinner paid bogy has been revived to whip into 
line the part of the public which cannot get excited 
over the issue of reducing the maximum surtax 
rates from 37% per cent to 25 per cent. A sum- 
mary prepared by the Illinois Manufacturers Asso- 
ciation from letters sent to the association by manu- 
facturers who are members of that organization has 
been made public as follows: 

When the Mellon bill originally was presented in Con- 
gress the stimulating effect on business was immediate. 
After the Longworth substitute was adopted by the House 
of Representatives industry began to lag. Failure on the 
part of the Senate to agree on a scientific tax-revision plan 
that will raise sufficient revenue and at the same time relieve 
business from heavy taxes during the last month has caused 
many factories to slow down and lay off employes because 
they are not getting orders. 

We agree with the Illinois Manufacturers Asso- 
ciation that many manufacturers have recently and 
in years past been forced to slow down and that the 
cause was that they have not received sufficient 
orders. But there is not one single industry where 
the cause for receiving insufficient orders can except 
by an extreme stretch of imagination be attributed 
to the prospect of a 3714 per cent maximum surtax 
instead of a 25 per cent maximum. There has un- 
questionably been increased uncertainty and caution 
in industry of late due to the exposition of corrup- 
tion which has existed in certain departments of the 
Government, anxiety as to the political effects of 
these exposures, and fear that the Dawes report 
would not be accepted by interested nations, but 
indication of the present buying conservatism as 
primarily due to failure to pass the Mellon tax 
reduction schedule is unworthy of serious consider- 
ation. Farmers are just as much justified in attrib- 
uting their present distress to failure of the passage 
of the Mellon rates as is the shoe industry, the 
leather industry, the copper industry, the textile 
industry and others in which the cause of the slump 
in business has probably nothing to do with the 
passage of the Mellon bill. 

The Illinois Manufacturers Association has caused 
letters to be published which have been received 
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from individual manufacturers stating why they are 
in favor of the Mellon tax reduction plan. It is dif- 
ficult to believe that all of the contents as published 
really express the honest opinions of the writers. 
For example, there was the following excerpt from 
a letter attributed to the Mueller Company, of 
Decatur, Illinois. 


Passage of the Mellon tax bill undoubtedly would bring 


about a greater demand for labor and products of labor. — 


It would release for industrial purposes vast amounts of 
capital now tied up in tax-exempt securities. 

This cannot be nearly true unless there is a 
secret clause in the Mellon plan which will bring 
about the redemption and cancellation of outstand- 
ing tax-exempt issues ; otherwise even if the Mellon 
tax schedule is adopted there will be the same 
amount of wealth invested in tax-free issues as 
there is today. Moreover there is little reason to 
believe that there will be any great difference in 
the number of tax-free issues in the future, whether 
the maximum surtax be 37¥ per cent or 25 per cent, 
because a 25 per cent surtax plus a normal tax of 
6 per cent still gives an advantage to tax-free issues 
at going rates, when compared with the net yield 
after taxes of high class industrial and railroad 
securities. 

With the total maximum income tax at 31 per 
cent, income subject to the maximum rates, on the 
basis of yield alone as a consideration, could not be 
advantageously invested in taxable securities yield- 
ing as much as 7 per cent for the net yield after taxes 
would be but 4.83 per cent and tax-free security 
issues of equal grade can still be obtained yielding 
as high as 5 percent. Few high grade taxable secu- 
rities net as much as 7 per cent. For example, in run- 
ning over the listed bonds on the New York ex- 
change we select from the head of the list a few 
quotations as of April 13: Associated Oil 6s @ 
9814; Baltimore and Ohio 6s @ 101%; Bell Tele- 
phone of Pennsylvania 5s @ 98; Bethlehem Steel 
Consolidated 6s @ 98%; Chesapeake and Ohio Con- 
solidated 5s @ 98; Chicago Union Station 64s @ 
11534 ; Chile Copper 6s @ 100% ; Duquesne Light 6s 
@ 1043; and so forth. Scores of listed taxable 
bonds,railroads and industrials, yield much less than 
6 per cent, which after taxes at the rate of 31 per 
cent net less than 4.14 per cent. 


One would naturally expect that if the Mellon 
rate schedule was believed to be effective in divert- 
ing capital from tax-exempt issues that the price 
of tax-exempt issues would be materially affected. 
There has been no notable effect on the bond mar- 
ket. One of the largest bond houses, and one which 
numbers among the most reputable, has assured 
its clients that no break in the price of tax-free 
issues is to be expected even if the Mellon rates 
become law. This judgment and the bond market 
registers the belief that there would be no material 
change in the distribution of investments between 
taxable and tax-free issues as a result of the adop- 
tion of a 25 per cent surtax maximum, instead of a 
37% per cent maximum. 
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The reason for this is not at all occult. It is the 
property tax that ninety per cent of the population 
worry about, not the income tax. In most of the 
states intangible property is still subject to the 
property tax and that tax is levied on principal, 
not on income. The increasing governmental ex- 
penditures have resulted in property tax rates that 
operate to confiscate the major portion of the in- 
come of taxable securities. To illustrate, in Illinois 
taxable securities are assessed at one-half their 
full value. Tax rates over the state this year varied 
from 5 mills on the dollar of assessed value to as 
high as 10 mills and higher, so that the tax based 
on income ran from $2.50 per hundred dollars of full 
value to five dollars and over. A taxable bond yield- 
ing 6 per cent was accordingly taxable for from 
41 per cent of income to 80 per cent or more of in- 
come. The income tax to all but a small minority 
of people is a mere trifle in comparison with the 
property tax. Citizens of such states as Illinois 
can pay the property tax on taxable securities held 
and have most of the income confiscated; they can 
perjure themselves and escape entirely ; or they can 
invest in tax-exempt securities, receive a modest 
net income above taxes and avoid the stigma of 
being tax dodgers. Most people prefer to obey 
the law if it is possible. The property tax as admin- 
istrated in most states has probably more weight 
in creating demand for tax-free investments than 
the income tax and since a 31 per cent maximum 
tax, as provided by the Mellon schedule, would still 
place the advantage in favor of tax-free securities 
for conservative investors, even in the upper income 
classes, no considerable change in demand for tax- 
less investments is to be anticipated. 


In view of all the factors involved, the discrimin- 
ating citizen should be pardoned if he insists upon 
severely discounting the claims that failure to 
pass the Mellon rates has interfered to any appre- 
ciable extent with prosperity or that any noticeable 
boom in business will follow because of the enact- 
ment of the Mellon tax rates in preference to the 
rates incorporated in the House bill. Regardless 
of the tax bill passed, underlying conditions are 
sound, the nervousness caused by the political ex- 
posures is passing, the Dawes plan promises to be- 
come a working basis for a settlement of the Eu- 
ropean tangle and, therefore, pessimism appears 
destined soon to turn to optimism and business im- 
provement may be expected to follow. 


The Senate Finance Committee Bill 


The revenue bill as approved by the Senate Fi- 
nance Committee seems especially well designed 
to foster opposition. The majority members have 
given the impression that they expected the bill to 
be ruthlessly overhauled by the Senate and may 
therefore have considered it futile to work out a 
satisfactory measure. 


Whatever may have been the reason, the bill as 
it came to the Senate is certain to be bitterly at- 
tacked because of modifications made to the House 
bill aside from adoption of the Mellon tax rate 
schedule. The increase in various direct taxes on 
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business were made against the advice of Secretary 
Mellon, who has been considered the interpreter of 
what is favorable taxation for the business interests. 
On the other hand, the majority of the Finance Com- 
mittee apparently was not interested in safeguard- 
ing the interests of the Government, inasmuch as 
provisions which would add to the effective applica- 
tion of the rates approved were stricken out. 


When it became apparent that there was to be 
a treasury surplus for the fiscal year 1923, instead 
of the predicted heavy deficit, hope was entertained 
for tax revision that would stimulate industry and 
trade. This seems on the part of all citizens the 
end to be desired. Those in the lower income tax 
levels have been asked to approve of a greater pro- 
portionate reduction of taxes for taxpayers in the 
upper income ranges in order that the economic 
interests of the public as a whole shall be benefited. 
Can we be assured that this objective entirely gov- 
erned the action of the Senate Finance Committee 
in modifying the revenue bill as it came from the 
House? The Committee raised the income tax on 
corporations from 12% to 14 per cent. This increase 
is designed to take the place of the capital stock 
tax, but it is expected to result in 25 million dollars 
greater revenue per year than the tax displaced. 
Can an increase in corporation taxes be considered 
a stimulus to business? Another example of the 
degree of solicitude displayed for business interests 
was the restoration of the taxes on telephone and 
telegraph taxes. Every business man will undoubt- 
edly have a new birth of optimism for the future 
on that account. Another little handout to business 
was the reinstatement of the tax on drafts and prom- 
issory notes. Should not this boon give rise to 
special thanksgiving on the part of every business 
man? We almost neglected to mention the minor 
favor shown to the jewelers in lowering the price 
below which jewelry is tax-exempt from $40 to 
$25. The business man might accept such adverse 
proposals philosophically if he was assured that his 
extra contribution was to result in a balanced budget 
but Senator Smoot estimates that the Senate Com- 
mittee bill would result in a deficit of $69,000,000, at 
least $14,000,000 greater than the House bill. 


If the majority of the Senate Committee was not 
a “tool of big business,” we would expect that it 
would act scrupulously to safeguard the interests of 
the Government. Here again we are keenly dis- 
appointed. It is probable that greater loss in rev- 
enue has resulted to the Government from division 
of estates than from investments in tax-free securi- 
ties. Yet the Committee struck out the tax on 
gifts which was designed to prevent loss from that 
cause. The Committee likewise eliminated the 12% 
per cent limitation on capital losses. The limitation 
of the rate on capital gains to 121% per cent and 
the allowance of unlimited deduction for capital 
losses has operated notoriously to the disadvantage 
of the Treasury. 


It is difficult to imagine a measure better designed 
to invite a broadside attack from unfriendly inter- 
ests in the Senate than that which the Finance 
Committee approved. 
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U. S. Chamber of Commerce to Take 
Action on Income Tax Problem 


T SEEMS to be the general consensus of opinion 
that a long drawn-out debate on the revenue 
bill may be expected in the Senate. At any rate the 
United States Chamber of Commerce is not expect- 
ing final action to be taken on some of the more 
important taxation phases prior to its annual meet- 
ing, to be held at Cleveland, May 6, 7 and 8. 


Among the national issues upon which the opinion 
of the assembly will be sought at this meeting is 
that of taxation. The Chicago Association of Com- 
merce will propose that “the National Chamber 
should advocate immediate revision of internal rev- 
enue taxes substantially in accordance with the sug- 
gestions and principles laid down by the Secretary 
of the Treasury and should support the creation 
of a board of tax appeals, to be appointed by the 
President and to have jurisdiction of appeals by 
taxpayers or by the Bureau of Internal Revenue. 
The board would be independent of the Treasury 
Department, would give speedy hearing, preferably 
at a place convenient to the taxpayer, and would 
be authorized to adjust and settle all disputes con- 
cerning the collection of taxes.” 


Until favorable action has been taken at the 
annual meeting, the proposal is not to be taken as 
representing the attitude of the Chamber of Com- 
merce of the United States. In view of the action 
which has been taken by commerce associations in 
many cities throughout the country, it is probable 
that the proposal made by the Chicago Association 
of Commerce, or something similar, will be ap- 
proved by the National Chamber. 





Returns of Decedents and Estates Not to 
Be Put on Annual Basis 


NNOUNCEMENT was made in the February 

issue of the magazine of the intention of the 
Treasury Department to abide by the decision of 
the United States Circuit Court of Appeals for the 
Second Circuit in the case of Bankers Trust Com- 
pany, et al., v. Bowers, Collector, in which it was 
held that income of decedents and estates for a 
fractional part of a year need not be placed on an 
annual basis for income tax purposes. Accordingly 
Articles 305, 421, 431, 626, and 1013 have been 
amended to incorporate this rule. 


The net income must still be placed on an annual 
basis where a return for a fractional part of a year 
is made by the taxpayer as a result of a voluntary 
change in his accounting period, or is brought 
about by the termination of the taxable period by 
the Commissioner in accordance with Section 250 
(g) which in part provides as follows: 


If the Commissioner finds that a taxpayer designs quickly 
to depart from the United States or to remove his property 
therefrom, or to conceal himself or his property therein, or 
to do any other act tending to prejudice or to render wholly 
or partly ineffectual proceedings to collect the tax for the 
taxable year then last past or the taxable year then current 
unless such proceedings be brought without delay, the 
Commissioner shall declare the taxable period for such tax- 
payer immediately terminated and shall cause notice of such 
finding and declaration to be given the taxpayer, together 
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with a demand for immediate payment of the tax for the 
taxable period so declared terminated and of the tax for the 
preceding taxable year or so much of said tax as is unpaid, 
whether or not the time otherwise allowed by law for filing 
return and paying the tax has expired; and such taxes shall 
thereupon become immediately due and payable. isle 

Income for less than a full year is, as explained 
in Section 226 (c), placed upon an annual basis by 
multiplying the amount of the income for the frac- 
tional year by twelve and dividing by the number 
of months included in the fractional year period 
for which the income was received. The tax is such 
part of the total tax computed on the income raised 
to an annual as the number of months in the period 
for which the income was received is of 12 months. 

Article 626 has been amended by insertion of the 
following sentence: 

In case the first or final return made by a domestic cor- 
poration is for a period of less than twelve months, the full 


credit of $2,000 shall be allowed if its net income for such 
period is $25,000 or less. 


Fiduciaries are now not required to make a return 
for a decedent unless from the beginning of the tax- 
able year to the date of death, his net income was 
$1,000 or more if unmarried, or $2,000 or more if 
married, or if his gross income for the same period 
was $5,000 or over. The previous rule was that a 
return was necessary if in the first case the net in- 
come was at the rate of $1,000 or $2,000, per annum 
respectively, or if the gross income for a fractional 
year was at the rate of $5,000 a year. 


CORRECTION 

In the April issue announcement was made of 
the 25 per cent reduction in New York State income 
taxes effective for the taxable year 1923, and in 
that connection there was an error in statement of 
the exemptions for the head of a family and de- 
pendents. The exemptions given were applicable 
for the year 1922 but not for subsequent years. 
The law has been amended, effective for the tax- 
able year 1923, making personal exemptions the 
same as those provided by the Federal Revenue 


Act of 1921. 
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